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TUESDAY, JUNE 2, 1953 


Unrrep Sratres SENATE, 
PREPAREDNESS SuBcOMMITTEE No. 1, 
ArMED Services CoMMITTEE, 
Washington, D. C. 

The subcommittee met, pursuant to call, at 10 a. m., in room 212, 
Senate Office Building, Washington, D. C., Senator Styles Bridges 
(chairman) presiding. 

Present: Senators Bridges, Flanders, Duff, Byrd, and Symington. 

Also present: Fred Rhodes, chief counsel; James Anton, special 
counsel, and Harold M. Devlin, accountant. 

The CHarrmMan. The hearing will come to order. First the chair- 
man wants to read a short prepared statement on these hearings. 
Copies will be distributed. 

The purpose of these hearings by the Subcommittee on Aircraft 
Procurement of the Senate Armed Services Committee is to inquire 
into the matter of whether the country is getting a dollar’s worth of 
defense for each dollar spent in the purchase of airplanes. On the 
basis of the facts uncovered, we believe the appropriate authorities 
will take corrective action. The resulting efficiency from such ac- 
tion should strenghthen America’s defense and security in these 
times of crisis, and through the resultant efficiency and productivity 
of performance the benefit should go to the American taxpayer. 

The makeup of the Senate committee, undertaking this vital task, 
is itself a validation of the integrity with which the purpose of this 
committee is to be carried out. My distinguished colleagues, mem- 
bers of this subcommittee with me, bear witness to the good faith of 
this committee. We are interested in facts as a basis for action, not 
in merely performing an investigation. 

There are many hearings going on both of Senate and House 
committees today. The work that this committee is doing is vitally 
important, because in this new administration we are reevaluating and 
reexamining many of the elements that relate to our national security 
and our national welfare. If we are to insure an adequate and effec- 
tive Air Force, we must also insure that wasteful and inefficient 
practices are eliminated. We must insure justice to our country, the 
taxpayer, and the business system upon which our national strength 
rests. 

National security and efficiency are not mutually exclusive. To 
have one does not mean that we cannot have the other. It is our 
purpose to secure both. 

Our committee intends to proceed to the goal I have just stated to 
you on an objective basis. We intend to get them for the country 
regarding awards to producers and the performance of these contracts. 


1 
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We intend to evaluate price relative to performance, to examine 
whether there is waste, extravagance, or inefficiency in the companies 
which are suppliers to the Air Force. 

In other words, we are going to look into the record. 

In September and October 1952 reports appearing in the newspapers 
throughout the country indicated that the Kaiser-Frazer contract 
with the Air Force for the production of C-119 cargo planes was about 
to be canceled because of excessive costs. These reports reflected 
that the Air Force had estimated the Kaiser-Frazer C-119 unit cost 
at $688,365 as compared to the $260,000 unit cost to Fairchild 
Aircraft Corp. C—119 plane. 

After consulting with Senator Lyndon B. Johnson of Texas, chair- 
man of the Senate Preparedness Subcommittee, it was agreed that 
staff members should be assigned to conduct a preliminary investiga- 
tion into this program. At the same time, I re quested the Secretary 
of the Air Force to furnish certain facts concerning the C-119 pro- 
duction contract. 

The reports coming to the committee from both sources were alarm- 
ing. Instead of the estimated cost of $688,365 per unit to Kaiser- 
Frazer, it developed at that time that the unit cost would be approxi- 
mately $1,200,000. 

Our pre ‘liming ary inquiry further revealed that the development of 
the C-119, the Flying Boxcar, commenced in 1945 with production 
contracts being awarded to Fairchild in 1947. To date the Air Force 
has accepted 615 units from Fairchild. 

On December 15, 1950, a decision was reached to award a contract 
for the production of 134 C—119 planes to the Kaiser-Frazer Corp. as 
a second source supplier. Under the contract as presently amended, 
the number of planes calls for a total of 159. 

It was of some concern to the committee that a decision of this 
nature was reached within a span of 10 days. 

Furthermore, the investigation showed that the Kaiser-Frazer 
proposals were submitted on December 19, 1950—4 days after the 
decision had been made to award the contract to Kaiser-Frazer and 

1 day prior to the award of the letter of intent. The committee has 
el information that the Fairchild Corp. was vigorously opposed 
to the Air Force award of the Kaiser-Frazer contract an’ yet had to 
provide technical assistance and engineering data to Kaiser-Frazer 
as well as a large number of parts. 

As a further result of its investigation the committee further noted 
that the Kaiser-Frazer C-119 program was being phased out 7 months 
after its initial award. It appears unreasonable to the committee 
that a program which was strategic and urgent in December 1950 
suddenly became less important in June 1951, when the Air Force 
decided to phase out the Kaiser-Frazer contract. 

On February 20, 1953, the Preparedness Subcommittee No. 1, 
Aircraft Procurement by the Air Force, was formed by Senator 
Leverett Saltonstall, the chairman of the Senate Armed Services 
Committee. At this time I would like to introduce the members of 
the subcommittee, and here with me at this table at my left is 
Senator Duff, and at my right is SenatorSymington. For the record, 
I want to have inserted a copy of a letter I sent to Air Force Secretary 
Harold E. Talbott, dated May 26, 1953, and his reply of May 29, 1953. 

(The documents referred to are as follows:) 
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ine May 26, 1953. 


es Hon. Harotp E. TAusorrt, 
Secretary of the Air Force, 
The Pentagon, Washington, D. C. 
My Dear Mr. Secretary: In November 1952, at my urging, the chairman of 


ers the Senate Preparedness Investigating Subcommittee, Senator Lyndon B. Johnson, 


act instituted an investigation into the procedures and methods used in the procure- 
ut ment of airplanes. The investigation has continued since the above date. At 
ed that time my attention was drawn to this matter from numerous newspaper 
stories alleging certain cost dissrepancies between two manufacturers of the same 
st plane known as the C-119 cargo transport. 


On February 20, 1953, the Preparedness Subcommittee No. 1, Aircraft Procure- 
ment by the Air Force, was formed by the chairman of the Armed Services Com- 
. mittee. The members of the subcommittee are as follows: Senator Styles Bridges, 
ir- chairman, Senator Ralph E. Flanders, Senator James H. Duff, Senator Harry 
8 Flood Byrd, Senator W. Stuart Symington. 

At a recent meeting of the subcommittee it was agreed that hearings on the 


ild 


ra- 
ry C—119 airplane contract awards would commence June 2, 1953. During the hear- 
om ings the committee will elicit testimony concerning procurement procedures and 
0- methods, including supervision and administration of contracts and the effects of 
the Department of Defense policy in broadening the industrial base. We are also 
n- interested in hearing whether our present program is best meeting defense needs 
r- and how to avoid waste, duplication, and excessive costs to the Government. 
In this connection we anticipate hearing the testimony of Lt. Gen. Orval Rs 
<l- Cook; Maj. Gen. Mark E. Bradley; Col. Harley 8. Jones; Sidney Solomon, Willow 
Run auditor; Edward Meek, Fairchild auditor; R. D. Benson; as well as any others 
of that the Air Force and the committee may deem it necessary. 
on The details as to the time of appearance for these persons will be worked out 
. between counsel for the Air Force and the subcommittee. 
ce I know the problems set forth in this letter are of deep concern to you and I 
feel certain that through our mutual cooperation many constructive recommenda- 
et tions can be made as a result of these hearings. 
as I invite you to submit any suggestions you may have concerning these hearings, 
1 and I assure you they will be duly considered. 
u, With best wishes. 
Sincerely yours, 
is Sty.Les BRIDGEs, 
Chairman, Subcommittee on Aircraft Procurement. 
rT oe 
le 1 
i DEPARTMENT OF THE ArR FoRCE, 
‘ OFFICE OF THE SECRETARY, 
LS Washington, May 29, 1953. 
d Hon. Stytes BrinGceEs, 
0 United States Senate. 
r Dear SENATOR Brinags: In reply to your letter dated May 26, 1953, I assure 
vou that you will have our full cooperation in the forthcoming hearings to be 
held by your Preparedness Subcommittee No. 1. 
d It is my understanding as set forth in your release of May 19, 1953, that the 
s first phase of the committee’s activities will be to hold hearings, beginning June 2, 
e on the procurement of the C-119. The witnesses which you requested in your 


letter will of course be present. 

0 The studies which you propose to undertake after these hearings are broad in 
é scope. As you outline them, they would include procurement procedures and 
methods, and the basic policies underlying procurement, as well as the fundamental 
question of the adequacy of our current program to meet defense needs. As you 


, proceed, you will no doubt wish to specify particular fields of inquiry which appear 
r to be most directly related to the achievement of effective air power on an eco- 
S nomical basis. We would then be in a position to assist the committee in a 
f continuing and effective manner. 
5 Sincerely yours, 
Haroip E. Ta.sorr. 
’ ry. . . . . 
- Che Cuarrman. During the hearings the subcommittee will call as 
witnesses the following in an order to be determined: 
1. Mr. John A. McCone, former Under Secretary of the Air Force 


for Procurement. 








4 AIRCRAFT PROCUREMENT 


2. Mr. Roswell Gilpatric, former Under Secretary of Air Force 
Procurement. 

3. Lt. Gen. Orval R. Cook, Deputy Chief of Staff, Materiel, Air 
Force. 

. Lt. Gen. K. B. Wolfe (retired), former Deputy Chief of Staff, 
Materiel. 

5. Maj. Gen. Mark E. Bradley, former Director of Procurement 
and Production, Air Materiel Command. 

6. Col. Harley Jones, Director of Procurement and Production, 
Air Materiel Command. 

Mr. M. F. Mautner, supervisory accountant, Air Force, Eastern 
Procurement District. 

8. Mr. Sidney Solomon, Air Force resident auditor, Willow Run. 

9. Mr. C. D. Seftenberg, Air Force Deputy for Contract Financing. 

Our first witness this morning will be Mr. John McCone, former 
Under Secretary of the Air Force. At this point in the record I 
would like to insert a biographical sketch of Mr. McCone which re- 
flects that he was noninated for the office of the Under Secretary of 
the Air Force on May 31, 1950, confirmed by the Senate on June 7, 
1950 and took office June 15, 1950. 

(The biographical sketch referred to follows:) 

Mr. John A. MeCone was born in San Francisco, Calif., on January 4, 1902. 
He was graduated from the University of California with a bachelor of science 
degree in 1922. 

He began as construction superintendent of Llewellyn Iron Works of Los 
Angeles, Calif. In 1929 he joined Consolidated Steel Corp. of Los Angeles as 
superintendent and in 1933 was named executive vice president and director of 
that organziation. 

Mr. McCone left Consolidated Steel in 1937 to form the Bechtel-McCone 
Corp. of Los Angeles, a firm engaged in the design, engineering, and construction 
of process plants, refineries, and powerplants. A major project of the Bechtel- 
McCone Corp. was the building of the Birmingham Modification Center at 
Birmingham, Ala., for modification of B—24’s and B--29’s in World War II. It 


was one of the largest modification centers operated by the Air Force during the 
war. 


Mr. McCone was a member of the President’s Air Policy Commission. In 
this capacity he assisted in the drafting, particularly on the military phases, of 
the Commission’s report Survival in the Air Age, issued on January 1, 1948. 

He was nominated as Under Secretary of the Air Force by President Truman 


on May 31, 1950. He was confirmed by the Senate June 7 and sworn into office 
June 15, 1950. 


At present Mr. McCone is president and director of Jushua Hendy Corp., 
Los Angeles; chairman of the board, Pacific Far East Line, Inc., San Francisco. 


The Cuarrman. Mr. McCons, if you will come up and take the 
witness chair, we will proceed. 
Do you solemnly swear that the testimony you are about to give 


will be the truth, the whole truth and nothing but the truth, so help 
you God? 


Mr. McCong. I do. 

The Cuarrman. Mr. McCone, it is a pleasure to have you here 
this morning before the committee. You have been before the full 
committee many times during your service as Under Secretary. 

The purpose ‘of the committee is to find the facts and to look at 
the record in the public interest and take action to remedy any bad 
situation we find if it needs remedying. 


I understand that you would like to present a brief statement 
before you submit to questioning? 
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TESTIMONY OF JOHN A. McCONE, FORMER UNDER SECRETARY 
OF THE AIR FORCE 


Mr. McConrz. I would, Mr. Chairman, because I think the state- 
ment will be of assistance to the committee, and its objectives as 
outlined. I would like to say, before reading my statement, that I 
believe the objectives of the committee are constructive and good 
will come out of the work of this committee in this particular field 
and others that you will investigate. 

May I read my statement? 

The CuarrmMan. C ertainly, sir. 

Mr. McConr. Gentlemen, I am advised that this committee is 
inquiring into Air Force contracts for procurement of the Fairchild 
C-119 aircraft and that you have called me to testify. 

I was Under Secretary of the Air Force from June 1950 until 
October 1951. My responsibilities were, of course, Air Forcewide, 
but because of my background of industry, procurement, and produc- 
tion of aircraft became my particular concern. Moreover, I had 
studied this area intensively in 1947 as a member of the President’s 
Air Policy Commission; and later as a special deputy to Secretary 
Forrestal in the newly organized Defense Department. 

In discussing the C-119 contracts, and particularly those with the 
Kaiser-Frazer Co. at Willow Run, I am dealing with the award of 
the contracts and not the performance of the contractor. I regret 
very much to hear that its performance is reported as not satisfactory. 

Negotiations for the contracts in question began in December 1950. 
They were incidental to the broad buildup of the Air Force that was 
already in motion at that time. They reflected national and Air 
Force policies, generated by the crises of the Korean war and other 
ominous international developments. 

Four considerations bore on these particular contracts and, indeed 
on the whole Air Force procurement program as it developed during 
this period: 

1. President Truman, in his state of the Union message on January 

1951, after having declared a national emergency, pronounced the 
policy to be followed by the Air Force when he said, and I quote: 

* * * Our present program calls for expanding the aircraft industry so that 
it will have the capacity to produce 50,000 modern military planes a year. 

* * * We are not now ordering that many planes * * * and we hope that we 
never have to, but we mean to be able to turn them out if we need them. 

The Secretary of Defense, in a statement entitled ‘‘Broadening 
the Industrial Base of the Procurement Program,’ directed the 
services to spread contracts across industry as widely as possible; 
and to accomplish this by the wider use of negotiation versus formal 
bidding procedure; to avoid concentration of contracts with a few 
leading suppliers; to utilize existing open industrial capacity to 
the maximum, and, among other things, to utilize available manpower 
in distressed employment areas. The idea was simply this—it is 
better to arrange production where plant capacity is open and labor 
readily available, than to build up defense plants in drumtight labor 
markets and suffer the attendant consequences of reckless bidding 
for every available man, and also bear the costs involved by the 
migration of workers. 
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It was the agreed policy in the National Production Authority, 
the Defense Departme nt, and the Air Force to establish multiple 
sources of supply for all important items. This policy was intended 
to be a protection against complete loss of production of any needed 
article from bombing, sabotage, or other enemy action. 

The Air Force was itself in the process of a rapid buildup of its 
forces inbeing. From an authorized strength of only 42 wings in 
June 1950, the desired force level had been raised during the inter- 
vening months, first to 58 wings, then to 69, then to 95 and, eventually, 
to 143. 

The industrial base from which the Air Force began its post-Korean 
growth was unsatisfactory, to say the least. The aircraft industry 
had shrunk to a bare minimum of operating plants. Many of these 
plants were inadequately equipped. Our production of combat 
aircraft was substantially under 100 a month. 

Practically all of the Government-built plants had either been sold 
or were held in idle status—tools removed, organization liquidated. 
New requirements demanded the expansion of existing plants, the 
bringing into production of idle plants, and the employment of non- 
aircraft manufacturers for the production of airplanes, engines, elec- 
tronic equipment, and instruments. 

The controlling policy was essentially this, that while the Air Force 
undertook to build up and equip its forces inbeing in the shortest 
possible time, it would simultaneously provide an industrial base 
possessing a reserve potential capacity twice and in some instances 
three times that which was called for by the scheduled production. 
I was in accord with this policy and supporte ‘d the actions taken. 

Now, as regards the Fairchild C-119: This aircraft is a two-engined, 
propeller driven, medium military transport. It is usually operated 
by the Air Force in support of the ground forces for transportation and 
parachute operations. 

The plane was developed, designed, and built by the Fairchild 
Engine & Airplane Corp., a most competent organization, under an 
Air Force deve lopment contract. The Air Force ‘paid the total cost of 
the development of this plane. 

Also, the Air Force, as is customary in such cases, retained the right 
to arrange for the manufacture of the plane with sources of its own 
choosing. Before Korea, Fairchild was our sole sourse of supply of 
this plane, manufacturing them in a Government-owned plant at 
Hagerstown, Md. The production rate at that time was approxi- 
mately 8 per month. 

The combined Air Force 95-wing program, the military aid pro- 
gram, the Navy and the Royal C ‘anadian Air Force requirements 
called for a total of about 1,800 of this type of plane. This require- 
ment and the desired production rate of about 135 planes per month, 
to be reached by mid-1953, was formally approved by the Air Force, 
the Office of the Assistant Secretary of Defense, Comptroller, and the 
Munitions Board between late 1950 and early 1951. 

The Air Staff and the Air Materiel Command first scheduled the 
Fairchild, Hagerstown, plant at its then full capacity of about 33 
planes per month, to be reached as rapidly as possible. 

The Air Force then sought a second source to provide the needed 
planes and also the desired manufacturing capacity in reserve. 
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Mobilization studies had been made of utilizing a standby plant in 
Omaha under Fairchild management as an additional source. This 
facility, however, had become the headquarters and home of the 
Strategic Air Command and use of this plant was, therefore, rejected, 
because of the problems involved in relocating the Strategic Air Com- 
mand. 

An alternate standby plant in Chicago was also considered. There 
were several reasons why it was decided not to reactivate this pla ut 
at this time. First, the plant—of wooden construction—had deterio- 
rated. Therefore, extensive reconstruction would have been necessary. 

Furthermore, the labor situation in the area was acute as contrasted 
with other sections of the country, particularly Detroit, and finally, 
the production capacity of the plant, while sufficient to meet the 
immediate requirement, gave little capability for further expansion 
if requirements increased. 

Marietta was considered, but was needed in the B47 jet-bomber 
program, and, finally, the Birmingham Modification Center was 
rejected, because the plant layout, being specially designed for modifi- 
cation work, was not considered efficient for manufacturing. 

Willow Run was also considered and its choice dictated by the 
following considerations: 

The plant was already in the Air Force industrial mobilization plan 
for the production of medium bombers. The owners, the Kaiser- 
Frazer Co., had for some time held study contracts for planning 
bomber production. 

Therefore, the use of this facility for aircraft production was not a 
new or hastily conceived idea. The plant had been sold to Kaiser- 
Frazer under a contract containing a national security clause which 
made it available for defense purposes in an emergency. The contract 
provided also that the plant be operated under the management of the 
purchaser unless he refused to do so or could be proven incapable. 

By reopening the wartime plants at Tulsa, Marietta, and Wichita, 
we were certain that we would have adequate capacity for our me- 
dium bomber requirements, plus a substantial reserve. 

Willow Run, therefore, was switched to the C-119 program. The 
plant was considered open capacity and was located in a distressed 
labor area and, therefore, its use met the directive of the Secretary of 
Defense in these respects. Overall costs of tooling and initial produc- 
tion, though high, were considered by the Air Materiel Command to be 
comparable to those expected elsewhere in newly created facilities. 

The plant, it was estimated, was easily capable of producing the 
currently required monthly pr oduction of about 100 planes per month, 
and in addition was estimated to possess in all-out production capacity 
of about 260 per month. 

Since Willow Run was not required in the bomber program, its use 
for production of C—119’s was logical for the reasons given and the 
fact that it possessed ultimate production capacity much greater than 
any other available factory. 

I wish to emphwsize one point. The Air Force at all times recog- 
nized that costs realized on initial production from new sources would 
greatly exceed those of established producers. In the instance of the 
C-119, it was obvious that initial costs from any second source would 
be, in the nature of things, high. 
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In any case, this particular decision was never a choice between the 
existing source, at Hagerstown, versus Willow Run. The Hagers- 
town facility was, from the beginning, scheduled to capacity. The 
choice was Hagerstown plus Willow Run, or Chicago, or Omaha, or 
elsewhere; and the Air Force selected Willow Run for the reasons 
mentioned 

The tentative decision was reached at a meeting at Wright Field 
attended by all of the principal officers of the Air Materiel Command, 
the Deputy Chief of Staff Materiel, several civilian assistants and 
myself. This problem and several other similar problems of plant 
activation were discussed and tentative decisions reached in each 
instance. 

I concluded that the reascning behind the command and staff 
recommendations on the several problems discussed, including the use 
of Willow Run, was sound and offered the best possible solution to our 
production problems, and I, therefore, approved the recommenda- 
tions. 

Immediately thereafter I reported the decisions to my superior, 
the Secretary of the Air Force. On his concurrence, I authorized 
the staff and the Air Materiel Command to engage in active detailed 
negotiations and if satisfactory terms could be agreed upon, to con- 
sumate binding letter contracts which would get work under way at 
once. 

In all of these decisions there was an element of urgency. The 
Air Force had been reduced to only 42 partially equipped wings. 
When the Korean war broke out it was hard pressed to fulfill its mis- 
sion in Korea, let alone other missions. We were aroused to the danger 
and we took fast action. 

It is my opinion that the officers in the Air Staff and the Air Materiel 
Command met the challenge capably and efficiently. It may well be 
that the C-119 program at Willow Run has faltered. Nonetheless, 
the overall result of the Air Force procurement program is manifest 
in a production rate of planes and engines that is now almost eight 
times what it was on the eve of the Korean war—and this production 
comes from plants that can, if called upon, increase their rate of pro- 
duction severalfold in a minimum time. 

Those of us who over a period of years have had knowledge of the 
great and growing strength of Soviet airpower, are very glad to note 
the interest being taken by the Congress, as exemplified in these 
hearings, in the production of modern military planes in the United 
States. 

The Cuarrman. Thank you, Mr. McCone. Before we start ques- 
tioning, I want to show the committee particularly these planes. 
These are the 2 models of the 2 planes. This plane is the one 
made by Fairchild. The white indicates the part of the plane that 
Fairchild itself manufactured. The red indicates the part of the plane 
which they subcontracted to others. The black indicates that 
furnished by the Government. 

So ‘you can see that Fairchild produced a substantial part of this 
plane. 
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Here is the same plane produced by Kaiser-Frazer. You will 
see again that white designates what was produced by Kaiser-Frazer, 
the red what they subcontracted, and the black was furnished by 
the Government. 

You can see a striking difference between what Fairchild did and 
what Kaiser-Frazer did on their own, so that we can get a clear picture 
of what these planes are. I think it will give you perhaps a little 
better picture than you could otherwise have. 

Mr. McCone, in your opening statement, you referred to the per- 
formance of the Kaiser-Frazer contract as unsatisfactory. When 
did this come to your attention first? 

Mr. McConkg. I referred to it as being reported as not satisfactory. 
It did not come to my attention during my tenure of office. I resigned 
as Under Secretary on October 15, 1951, and they had scarcely started 
production by that time. 

Since leaving I have naturally read the reports in the paper and in 
talking with my former associates have heard of some of the problems. 

The CuarrMan. Do you recall anybody specifically bringing it to 
your attention? 

Mr. McCone. No. 

The CuatrmMan. There were just general reports in the papers? 

Mr. McConr. Just general reports. I think it first came to my 
attention about a year ago, in May 1952, when, as I remember, it 
was brought to the attention of a committee of the House. I think 
that is the first time I really had cognizance of such matters. 

The CHarrMan. In your opening statement you gave as a reason 
for the award of this contract that Detroit was a distressed labor area. 
On page 65 of the United States Department of Labor Summary of 
March 1951 it is indicated that the Detroit area in November 1950 
had a tight or balanced labor supply with a slight decrease in January 
up to a slight labor supply. What is your comment on those facts? 

In other words, your statement would indicate a situation during 
the time when these negotiations were on, and the United States 
Department of Labor would indicate that the situation was not as 
you have indicated. 

Mr. McCons. I am not familiar with that particular report. It is 
my impression—and I gained this impression not from surveys that 
were made by me or by my office but from information that came to 
me from various sources—that the cutback in automobile production, 
which was then quite precipitous because of shortages of material, 
was developing a situation in Detroit that was becoming alarming. 

The CuairMAN. We will put in the record the report from the Labor 
Market and Employment Security for March 1951, issued by the 
United States Department of Labor. 

(The report is as follows:) 
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The Cnarrman. Mr. McCone, directing your attention to Decem- 
ber 5, 1950, under what circumstances did you first discuss the award 
of a contract for the C-119 cargo transport plane with anyone from 
the Kaiser-Frazer Corp.? 

Mr. McConez. That matter first came to my attention in this 
way: Mr. Henry Kaiser, Sr., and Mr. Edgar Kaiser, called me in my 
office on December 5 and told me that their plant was available for 
the manufacture of planes or other war materiels and they were desir- 
ous of utilizing it for that purpose. 

During the meeting, I called in Lieutenant General Wolfe, Deputy 
Chief of Staff, Msteriel, at that time, but now retired. During the 
discussions between General Wolfe and General Rawlings, now 
Commanding General of the Air Materiel Command, but then 
Comptroller of the Air Force—and his presence was interdepart- 
mental and by coincidence rather than official, because his responsi- 
bilities did not extend to this procurement area at that time—during 
that discussion which had started out with the idea of the production 
of the B-47 jet bomber, General Wolfe brought up the idea of the 
utilization of the plant for the production of the C-119. 

That is the first time I heard about it. 

The Cxatrman. In the course of your conversations, did Mr. 
Edgar Kaiser state that the Reconstruction Finance Corporation 
had insisted that Kaiser-Frazer Corp. obtain defense contracts as a 
condition to the granting of an RFC loan? 

Mr. McCong. No, he did not. 

The CHarrMan. Are you aware that at 10 a. m. on December 5, 
1950, the same day we referred to, that the Reconstruction Finance 
Corporation announced that it had made a loan to Kaiser-Frazer 
Corp. in the amount of $25 million? 

Mr. McCone. I was told at that luncheon that that had taken 
place. I did not know that it had taken place at that particular 
time, but I knew and was told by Mr. Kaiser that he had arranged a 
loan with the Reconstruction Finance Corporation for working capital. 

The CHarrman. Would you state exactly what the proposals 
were that Mr. Edgar Kaiser submitted for your consideration in the 
utilization of the Willow Run plant for the Air Force? 

Mr. McCone. At that meeting? 

The CHarrMan. Yes. 

Mr. McCone. He did not submit any proposal that I recall. 
What he said was this: This financing had been arranged and the 
Reconstruction Finance Corporation had suggested that they en- 
deavor to obtain some defense work for the plant. He did not say 
that it was a condition of the loan. He said that they had sug- 
gested—and I am very clear on that; I am very clear in my memory 
in that regard. 

We immediately discussed the production of the B-47 bomber, 
and the reason we did that was because the Kaiser-Frazer Co. had 
been involved in industrial mobilization planning and production 
planning of the medium bomber, first the B—50, and then subsequently, 
the B-47 when the B-50 was phased out by this new airplane. 

The CHarrmMan. Considering the fact that they had a contract 
with Kaiser-Frazer for studies to be made for the utilization of Willow 
Run for the B-47 program, why was it not necessary to have a similar 
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study made with regard to the utilization of Willow Run for the pro- 
duction of the ¢ 1-119? 

Mr. McCone. The Air Force is thoroughly familiar with first, the 
Willow Run facility, and, secondly, the tooling and the layout re- 
quired to produce the C-119 or any other plane in their program. 

I felt that,with the experience possessed at Wright Field a decision 
concerning the adaptibility of Willow Run or any “other plant for the 
production of a plane such as the C-119 could be reached without a 
study of the type that had been engaged in with the medium bomber. 

The Cuarrman. Do you think that inasmuch as you made a study 
on the B-47 of the Willow Run plant utilization in connection with 
that, and you did not—not that you did not, but there was none 
made so far as the C-119 was concerned—that that revealed an incon- 
sistency of a proper liaison between the planning group and the 
procurement group of the Air Force? 

Mr. McConr. No, I do not think so. 

The CuarrMan. On December 5, 1950, a contract was entered into 
between the Boeing Aircraft Co. and Kaiser-Frazer concerning 
studies to be made on production of the B-47 at Willow Run. 

Would this contract have had any influence on any decision which 
you may have ultimately reached insofar as production at Willow 
Run was concerned? 

Mr. McCong. No. 

The CuarrMan. Directing your attention again to the meeting of 
December 5, 1950, did you advise the Kaiser-Frazer C orp. to submit 
proposals to the Air Force for the production of both the B-47 and 
the C-119 planes? 

Mr. McCone. No, I did not advise the Kaiser-Frazer Co. to submit 
proposals on anything. 

The CHAIRMAN. At 2 o’clock on the afternoon of December 5, 1950, 
Lt. Gen. K. B. Wolfe called the Fairchild Aircraft Corp. and inshienned 
it that Messrs. Edgar and Henry Kaiser would appear at its plant at 
10 o’clock the followi ing morning in order to obtain engineering and 
technical data to be used in produci ing the C-119 at W illow Run. 

Do you not consider this a highhanded method of informing the 
designer of a military aircraft that another company was goieg to 
step in and produce its plane—that they should get that without 
warning in that respect? 

Mr. McConr. I do not like to say that it was highhanded. I will 
say and I always felt that it would have been more appropriate for 
the Air Force to have first given the Fairchild Co. maybe more warn- 
ing, and, secondly, handled the matter with greater formality. 

In defense of General Wolfe, however, I would like to point out to 
this committee that in those days he was working 14 and 16 hours a 
day. Senator Symington knows far better than I the pressure that 
those men are under at times like that. 

I think it was a regrettable incident, for which I do not think the 
man or his office can necessarily be criticized. 

The CuarrMan. Do you not think a lot happened on December 5, 
1950? Kaiser-Frazer got a $25 million loan from RFC, they ap- 
peared at your office, they start producing the C-119, there was 
no study made of Willow Run, Fairchild is told that Kaiser-Frazer 
people are appearing there to get the plans and produce the plane, 
that being the first they have heard of it. 
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December 5 was a very important day and a very quick-moving day, 
all in all, was it not? 

Mr. McCone. Yes, it was a quick-moving day. All of the days 
were quick-moving in those days. 

The CuarrmMan. Can you think of another day where as many 
things happened in this connection as that? 

Mr. McCone. A great many more things happened on December 15, 
Mr. Chairman, which was 10 days later. 

[ would like to point out that here this man came to my office and 
said that his plant was available. The logical thing for me or for 
any Secretary to do was to turn the man over to the proper authorities 
on the air staff, and that is what I did. 

General Wolfe was dealing with a problem of the second source for 
C-—119’s at that time, and had come to the conclusion that apparently 
the plant was not required in the medium bomber program field, the 
B-47 program. So he turned to the possibility, he desired to explore 
the possibility of its use on C-119’s. 

That was the action that he took on that day. He did not make 
the decision on that day. But he started the exploration on that 
day. 

[ do not think that was particularly precipitous. I think that had 
time permitted, and had he been able to have gotten in touch with Mr. 
Boutelle about it personally, that it would have been a more consider- 
ate thing to do. 

The CuarrMan. What were the reasons for Kaiser having the plant 
available at that time? 

Mr. McConer. As explained to me, the plant was available because 
the material shortages had greatly reduced his automobile production 
and he forecasted that as the defense program built up the shortages 
would become increasingly acute and automobile production might 
even be ceased entirely. 

The CuarrmMan. Who reduced the automobile production? 

Mr. McCone. I do not know that I can answer that question 
specifically. It is my impression that in the fall of 1950, as the 
defense effort built up and as the National Production Authority 
started its operations, the first step was the voluntary allocation of 
material between producers as a step preliminary to actual allocation of 
materials under a controlled materials plan. 

I think at that time the shortages of material were due first to a 
hardening of the market, and, secondly, to the voluntary allocation. 

It seemed to prevail throughout the industry because representa- 
tives of a great many automobile companies and other commercial 
manufacturers were coming to us, several a day, wondering what 
they were going to do with no materials to carry on the manufacture 
of refrigerators and automobiles and radios and televisions and so 
forth. It was quite a problem. 

The Cuarrman. Mr. McCone, prior to December 5, 1950, did you 
direct General Wolfe to look into the feasibility of putting a plane 
other than the B—47 into production at Willow Run? 

Mr. McConr. Not to my memory, I did not. I may have dis- 
cussed it but I do not recall that 1 discussed it. It was not the 
function of my office to direct the staff or the Air Materiel Command 
concerning the placement of planes, particular planes in particular 
factories. 
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The CHarrman. Did you discuss with anybody in the Air Force, 
General Wolfe or anybody else, prior to December 5, 1950, the placing 
of a contract with Willow Run? 

Mr. McCone. Not to my knowledge. 

The CuarrmMan. Did you discuss with anybody else 

Mr. McCong. I would like to qualify that. During those months, 
say from the first of November on through, we were meeting almost 
continuously on this problem of creating this industrial base that we 
had to have to accomplish the production I mentioned in my state- 
ment. 

Whether Willow Run came up in those meetings I really have 
forgotten. I have no record of it. ' 

The CrarrMan. Did you discuss with anybody outside the Air 
Force, Willow Run being used? 

Mr. McCone. Not to my knowleage, no. 

The CHarrMan. Senator Flanders, do you have any questions? 

Senator FLanpERs. Not now. 

The CHatrmMan. Senator Duff? 

Senator Durr. Not now. 

The CHarrmMan. Senator Byrd? 

Senator Byrp. No questions at this time. I may have some later. 

The CHAIRMAN. Senator Symington? 

Senator Symrneron. Mr. Chairman, are you going to continue to 
ask questions? 

The CHarrMAN. Yes. 

Senator Symineton. Then I have none at the present time. 

The CuarrmMan. Mr. McCone, what action or investigation did you 
undertake in this matter between December 5 and December 15, 1950, 
when you made the decision to award the C-119 contract to Kaiser- 
Frazer? 

Mr. McConr. I did not make the decision. 

The CuarrMan. Who made the decision? 

Mr. McConsr. Except for continual conferences with General 
Wolfe and men on his staff, and occasional meetings with General 
Cook, I took no action whatsoever. 

The Cuarrman. Who made the decision? 

Mr. McConer. The decision was made by the Air Materiel Com- 
mand in reaching a conclusion concerning several plant activation 
problems, and that was in the form of a recommendation made to 
General Wolfe, Deputy Chief of Staff, Materiel, and to me. We 
approved that recommendation. 

The CuarrmMan. Actually they made the recommendation but you 
made the decision. Is not that right? 

Mr. McConr. I approved the recommendation. 

The Cuarrman. It was your final decision? 

Mr. McConr. Yes, I suppose to the extent that anything is fina’, 
this area was delegated to me by the Secretary. 

When I approved it I suppose that I made the decision, yes. The 
point I want to make is that in the order of things in the Air Force 
there is a big organization engaged in studying these problems and 
reaching some conclusions, and they come up with recommendations. 
When they do, about the only thing that a Secretary s office can do is 
test them for their logic and correctness and how they fit into the 
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broad picture and either approve them or make suggestions as to 
how they might be changed. 

The Secretary’s office, as it was organized under me and as it is 
now organized, does not have a staff that makes investigations and 
studies parallel to those of the command and the military staff. 

The Cuarrman. Prior to December 15, 1950, what discussions con- 

cerning the production of the C-119 at W illow Run did you have 

with any procurement officials at Air Materiel Command, Wright 
Field, Dayton, Ohio? 

Mr. McConr. I did not have any discussions at Wright Field at 
all with anyone on the production of C-119’s. In fact, I do not think 
I had any discussions prior to about December 5 on the subject. 
Between December 5 and December 15, at the ane that the matter 
was first brought to my attention at this meeting which I spoke of, 
it was discussed several times at my office but not at Wright Field. 
I did not go to Wright Field. 

The Cuarrman. Were any of the officials from Wright Field there? 

Mr. McConr. I presume so, yes. I have no records of those meet- 
ings but I presume that the officers from Wright Field were in and 
out quite frequently. 

I cannot answer positively in that regard. 

The CuarrMan. Prior to December 15, did you discuss this matter 
with any departments or defense agencies in the Government? 

Mr. McCone. No. 

The CuHarrman. Did you discuss this matter with the Fairchild 
Aircraft Corp. which designed the plane and was producing it? 

Mr. McConr. Not prior to December 15, no, sir. 

The CHarrman. Did you know whether or not Kaiser-Frazer 
had been negotiating with the Army for a tank production contract 
prior to that time? 

Mr. McCone. No, I did not know that. 

I knew that in October Kaiser-Frazer had had some discussions 
with the Department of the Army over the production of jeeps but 
I did not know about the tanks. 

The CHarrMan. Referring to December 15, the day the decision 
was made to award the contract for the production of the C-119 to 
Kaiser-Frazer, would you please tell the committee your recollection 
of the proceedings with reference to this contract? 

What happened that day? 

Mr. McCons. We convened a meeting with Wright Field. The 
Deputy Chief of Staff, Materiel, conv ened @ meeting with the staff at 
Wright Field on December 15 for the purpose of reviewing a number 
of problems on which tentative decisions had to be made in order to 
permit the Air Materiel Command to proceed with its procurement 
action. This committee undoubtedly is familiar with the fact that 
procurement action is delegated by the Secretary’s office to the Chief 
of Staff of the Air Force and by the Chief of Staff to the Deputy 
Chief of Staff, Materiel, and the commanding { general at Wright Field. 

It is customary for the Under Secretary’s office to take cognizance 

over these matters for the Secretary. This meeting was called to 
review many problems that we had. We were right at the time when 
we had to take action in connection with additional sources of supply 
of engines and of various types of aircraft. 
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It was a meeting attended by a large number of the staff. General 
Chidlaw, the commanding general of Wright Field, Air Materiel 
Command; General Cook, who was in charge of the Procurement 
Division, and their subordinates. 

I was there with Assistant Secretary Zuckert and a number of our 
civilian assistants, and General Wolfe was there with some of his staff. 

The CuarrmMan. In the discussion regarding a decision to award a 
contract by the Air Force, is it not customary or is it not the customary 
procedure, to carefully scrutinize cost estimates? 

Mr. McConez. No. Under the circumstances then it was impos- 
sible to do so. We had to analyze the broad picture and to indicate 
the procedure that we thought was the best to follow. 

The CuarrmMan. I do not want to interrupt you but to get it 
straight. Do you mean to say it is not customary for the Air Force 
to scrutinize cost figures in awarding a contract? 

Mr. McConz. The Air Materiel Command scrutinizes costs in 
great detail. But in conceiving this whole matter of production 
there were many uncertainties, and so much cost information that 
was not available to us, that we had to proceed on a program of 
developing what seemed to be a comprehensive production program 
which would meet our requirements and conform to the directives 
we had. 

We did not have the detailed estimates by the various contractors 
so that we could compare them price by price and bid for bid. In 
this particular instance it was some months before definitive estimates 
were submitted to the Air Force. 

The CHatrMAN. What estimates, and would you describe them, 
were presented on December 15 as to the possible cost of producing 
C-119’s at Willow Run, and where did these come from? 

Mr. McConks. I can only speak from my recollection, Mr. Chair- 
man, because I have asked the Air Force to locate for me the various 
charts and schedules thet were presented. My recollection of the 
meeting was this: procurement officers briefed the meeting on the 
program in general, the alternate plans and their ideas of the produc- 
tion rates, and the probable tooling costs that could be obtained. 
There were no specific presentations from the contractors involved. 
In many of the instances the contractor himself was not nominated. 

In the case, for instance, of the Tulsa plant, which was under dis- 
cussion at that meeting, as I remember it the North American Aviation 
Co. was considered as the operator but it later turned out that it was 
shifted to Douglas. The purpose of the meeting was to develop a 
pattern for the best possible use of the floor area that was available 
to us for the production of airframes and engines. 

The Cuairman. Is it your impression that the cost estimate for the 
production of the C—119 at Willow Run were contained in proposals 
submitted by the Kaiser-Frazer Co.? 

Mr. McCone. No, not at that time. 

The Cuarrman. Did the cost estimates actually come from pro- 
posals submitted by Kaiser-Frazer? 

Mr. McConez. No. I understand that the proposal from the 
Kaiser-Frazer Co. was received a few days after the meeting, and in 
reviewing my own office records I find that I was advised that that 
proposal was to come in on December 19, 4 days after the meeting. 
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In connection with this I would like to emphasize a point that I made 
in my statement and that is that what we authorized, what the 
Secretary’s office authorized, was for the staff and the Air Materiel 
Command to engage in active detailed negotiations, and if satis- 
factory terms could be agreed upon, to consumate binding letter 
contracts to get the work under way at once. 

The Caarrman. Mr. McCone, did you tell our staff that it was 
your impression that your estimate came from the Kaiser-Frazer 
proposals? 

Mr. McConr. Mr. Anton and I have a difference of opinion of 
that discussion, Mr. Chairman. I am very clear that I did not say 
that. He is equally clear that I did. There were no notes or no 
records made of this discussion which lasted for some 6 or 7 hours. 
I can only say that upon review of my own files, which I made at the 
time to clarify my own thinking, I find that on December 19 I was 
told that this proposal was to be in the hands of the Air Materiel 
Command on that day. 

The Cuarrman. Mr. McCone, if the Air Force’s records should 
indicate that the decision to award the contract for the C-119 to 
Kaiser-Frazer was reached on December 15, and that the proposals 
were delivered by Kaiser-Frazer to the Air Materiel Command on 
December 19, 4 days later, and that the letter of the contract of 
intent was awarded to Kaiser-Frazer on December 20, what would 
you say? 

Mr. McConr. I would say that that action, though apparently 
fast, w as proper under the sense of urgency that we were operating. 

The CuarrMan. It is even faster than fast, is it not? 

Mr. McConr. It is pretty fast; you bet. 

The Cuarrman. If one could’ take place on the 15th, and the 
proposals that it was awarded on were not delivered until the 19th 
and the letter of intent was delivered on the 20th, it is pretty rapid 
work. 

Mr. McConr. Mr. Chairman, I am proud of the dispatch attached 
to the Air Staff and Air Materiel Command’s action in these areas 
of procurement. I feel that it is an evidence of their skill and their 
courage and that they took fast action, and that as a result one of the 
things we have not worried about too much is aircraft production. 
There are other items of production which this committee or other 
committees have concerned themselves with where decisions have not 
been made and the consequences have been serious. We try to 
avoid that. 

The CHarrMan. Suppose these things occurred. On what basis 
did you award the proposal on December 15, the other dates involved 
being the 19th and the 20th? 

Mr. McConz. The thinking behind it was this: the experienced 
officers in the Air Materiel Command can, from the knowledge of 
the plants they have built and grown up with, they can very easily 
calculate what the production is going to be, and they know just 
about what the tooling costs will be. The officers—General Cook 
and his men—knew more about what the tooling and what the 
production at Willow Run would be than the Kaiser-Frazer Co. ever 
did because they were professionals in the business, and here was the 
contractor, who was an amateur. So they could reach a conclusion 
very easily, very easily, that this plant could be used properly for the 
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manufacture of the plane, and they likewise knew that certain long 
lead time machine tools would have to be purchased or gotten into 
production; there was need for the plane, irrespective of where it was 
produced. That is what they wanted to get under way. That is 
why they issued that letter promptly. I think that there was only 
four or five million dollars that was authorized at that time for ex- 
penditure for these particular long lead time items. Getting that 
started then they could proceed in a more orderly fashion with other 
details of the negotiations. That to me seemed to be a proper 
procedure and one pursued in a great many other cases. 

The CHarrMAN. You said that part of the reason for awarding this, 
at least I understood you to say, was the policy laid down by the 
Department on a second source of supply. 

Mr. McCons. Yes, that is correct, although we needed this second 
source not to conform to that policy but to actually meet the require- 
ments. 

The CuarrmMan. I want to point out that we have these dates of 
December 5, where you talked with Kaiser and Kaiser got the $25 
million loan: then we have December 15, when you awarded the 
contract; December 19 when the Kaiser-Frazer Co. submitted the 
proposals; and December 20 when the actual letter of intent of award 
was sent. Do you know that the policy established by the Defense 
Department by Secretary of Defense George Marshall was not issued 
or established until December 18, 1950? 

Mr. McConr. Yes, I am familiar with that, but I also know that 
it was in drafting stages and we were all working over it for several 
weeks, and it was a known policy. Like so many things, true, they 
might be subject to change before actual issuance, but it had been 
a subject of common discussion among us, the Secretaries and Under 
Secretaries, for some time; therefore we felt that we were conforming 
to the established policy as developed in conference, although I do 
know that the actual paper which I quoted here was not issued until 
December 18. 

The Cuatrman. Mr. McCone, I would like to read a letter written 
by John A. McCone on January 19, 1953, to Mr. James Anton, of the 
Senate Preparedness Investigating Subcommittee. I will read two 
paragraphs: 

Dear Mr. Anton: Casual reading of your memorandum of our conference on 
January 7, 1953, prompts me to write you offering the following clarifications. In 
doing so, however, I wish to repeat that I think the memorandum is a splendid 


summary of a several-hour discussion which reviewed a complicated transaction 
in considerable detail. 

Now I will read from the first paragraph on page 2: 

Page 4, paragraph 2: This point I believe is of importance. It is my definite 
recollection that my testimony was to the effect that no Kaiser-Frazer studies 
were in evidence at the meeting. However, I went on to say that I assumed the 
information presented was secured from Kaiser-Frazer. What probably hap- 
pened—and this could be readily determined from questioning the officers 
involved—is that during the period Kaiser-Frazer was preparing the studies and 
before their formal presentation to AMC, certainly essential data was given to 
AMC for use at the December 15 meeting. This is supposition on my part but 
I think it could be determined if this was so and is the point I wish to make in 
my testimony. 


Do you have any comment on that? 
Mr. McCone. No; I feel just the same as I did in that letter. It 
would not be unlikely at all if the officers, the young officers at Wright 
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Field had been in touch with the Kaiser organization almost dail 
on this thing. I do not know that to be a fact, but thinkin Gor 
into when I, as a manufacturer, was doing similar operations for the 
Air Materiel Command during the time of the preparation of our 
proposal—and this was for a plant in World War I]—our engineers 
were in Wright Field continuously. 

The Cuarrman. Do you think that it is customary for the Air 
Force to jump the gun, anticipate decisions of the Defense Depart- 
ment, such as the Marshall order to broaden the base? 

Mr. McCons. No, I do not think that. I think that quite to the 
contrary they are careful not to take any irrevocable action. But I 
think if they feel the urgency that we all felt then, it is proper to plan 
and to anticipate the thing, but not take irrevocable action. 

The Cuarrman. If you were going to jump the gun, so to speak, or 
anticipate, why was it important to jump the gun on the C-119 which 
was a cargo transport, instead of the vitally needed fighting aircraft 
such as the B-47 bomber or the F—84 fighter or some of those planes 
which were vitally needed, right on the front?) Why did you jump the 
gun on a cargo plane? Could you point out examples where you 
jumped the gun on others? 

Mr. McConz. I cannot answer that exactly because in the first 
place I did not jump the gun. But at the meeting which laid the 
foundation for these various procurement actions, there were several 
other second-source decisions made for engines and aircraft. I am not 
familiar with the dates of the procurement actions that followed that 
meeting in other areas but it would not surprise me if they came along 
at the same time or later. I really do not know that. 

The Cuarrman. Mr. McCone, I would like to ask you an important 
question. Would you say that the policy of broadening the industrial 
base is justified in a situation where the second-source contractor 
produces the same item at a cost to the Government of the United 
States of four or more times the cost of the prime contractor? In other 
words, to go back to my statement earlier, where I pointed out that 
the cost of producing the plane at Fairchild was $260,000 per unit cost 
and it developed that the cost at Kaiser-Frazer was $1,200,000, by any 
stretch of imagination can you say that you could justify the reason- 
ableness of broadening the base of a supply when the cost jumped 
from $260,000 to 4 or 5 times that, or to $1,200,000? 

Mr. McCone. I would like to answer that question in two ways. 
In the first place, as indicated in your statement, the apparent differ- 
ential of cost is not in the order of 4 or 5 times but it was in the order 
of $605,000 to $275,000. I do not recall your figures. It was some- 
thing in the order of 2 or 24% to 1. The 4 or 5 to 1 seems to have de- 
veloped from the performance of the contractor rather than from the 
figures that were anticipated earlier in the game. 

Senator FLANDERS. May I ask the witness to give those compara- 
tive figures again? 

The CHarrMan. Yes. 

Mr. McConsg. Could I refer to your statement? 

Senator FLanprErs. These are the figures that the committee has 
given? 

Mr. McCone. Yes, sir. 

The CuarrMANn. My statement was that the reports coming to the 
committee from both sources were alarming. Instead of the esti- 
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mated cost of $688,365 per unit to Kaiser-Frazer, it actually developed 
at the time that the unit cost would be approximately $1,200,000, and 
the cost to Fairchild was approximately $260,000. 

Mr. McConer. I think had the estimated cost at that time been 
$1,250,000, the whole matter would have been reviewed very, very 
carefully to find out how a second source that more closely approached 
the cost of the prime source could be developed, and therefore it is 
the performance that has thrown the thing so far out of balance not 
the figures that were apparent in the early stages of the negotiations 
| would like to make another point and that is that the prime source 
was scheduled to its full capacity of 30 or 35 per month. So it was not 
a matter of comparing the cost of the second source to the cost of the 
prime source but it was a problem of creating a second source to meet 
the requirements which had been approved and presented to the Air 
Materiel Command to do something about. 

In other words, to repeat my statement, it was not Hagerstown 
versus Willow Run. It was Hagerstown plus Willow Run, or plus 
Chicago, or plus Omaha. That was the decision that was made. 
If Hagerstown had had a capacity of substantially more planes then 
I think the proper action would have been to have sponged up that 
capacity and maybe started the second source on a very minimum 
number of planes so as to reduce to the minimum the overall cost to 
the Government. 

The CuarrmMan. Do you recall Gen. Hoyt Vandenberg, Chief of 
Staff of the Air Force, coming to you subsequent to December 15, 
1950, and stating to you that he was concerned over dedicating Willow 
Run to the C—119’s? 

Mr. McConsr. Yes. 

The CuarrmMan. What was your reaction when the Chief of the 
Air Force came to you and said he was concerned over that? 

Mr. McConzr. I told him that I would go into the matter with the 
staff and the command. He told me he was concerned about dedi- 
cating it to C-119’s when it was such a large and important producing 
unit for the B-47’s. The subject was brought up at the meeting of 
December 15 and unfortunately the transcript of that meeting is not 
available. But the notes from the meeting indicate that it was dis- 
cussed, that the subject was discussed. It was decided that because 
we were bringing Tulsa and Marietta in addition to Wichita, into the 
B47 program, that we had ample capacity for our requirements plus 
a very substantial reserve for expansion if need be, and, therefore, we 
did not have to anticipate Willow Run in the B-47 program. 

The Cuarrman. What did Mr. Finletter, Secretary of Air, say? 
What reaction did he give you when you reported the decision made 
on December 15 to award the C-119 contract to Kaiser-Frazer? 

Mr. McConr. He offered no objection and approved it and on that 
basis the Deputy Chief of Staff, Materiel, was authorized to proceed. 

(Discussion off the record.) 

Senator FLanpers. Mr. McCone, during the fall of 1950 the Air 
Force was planning for a 95-air-wing program. Under this contem- 
plated program, could the requirements for the C-119 aircraft have 
been met by the Fairchild Aircraft Corp. which had designed this 
plane and was then producing it? 

Mr. McCone. The 95-wing program, plus the military-aid require- 
ment which was developed concurrently, together with a small 
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requirement for the Navy and a requirement for the Royal Canadian 
Air Force which we were supplying, produced a total requirement of 
about 1,800 airplanes. That is not an exact figure, but that is very 
close to it. They were to be produced as rapidly as possible, reaching 
a production rate of 135 planes per month by mid-1953. The Fair- 


child Co, did not have that capacity. The requirement of 1,800 planes, 
more or less 


Senator FLtanpers. Is this 1,800 of C—119’s? 

Mr. McConz. Yes, sir; 1,800 of C-119’s. And the production 
rate was approved by the Office of Secretary of Defense, Comptroller 
for Financing, by the Munitions Board, and, of course, by the Air Force, 
and was incorporated in the combined aircraft procurement program 
of the Defense Department at that time. 

Senator FLranpers. For my information will you tell me whether, 
when we say we have a 95 air wing program, does that include the 
cargo planes or only the fighting planes? 

Mr. McConr. It includes the cargo planes that are 

Senator FLanpers. Assigned to the Air Force? 

Mr. McConr. No, that operate in the medium and heavy troop 
carrier wings. There are, in addition, some miscellaneous squadrons 
of transport planes that are always in addition to the 95 wings. 


Senator FLanpers. When we say 95 wings, that includes some wings 
of cargo planes? 


Mr. McCone. Yes, that is correct. 

Senator FLanpers. You told us a little earlier what the capacity 
per month was of the Fairchild Co. Will you give us that again? 

Mr. McConr. Yes. It was estimated at about 35 per month. I 
think the exact figure that was estimated was 33. 

Senator FLtanpers. Another question related to this is Was not 
this figure of 1,800 C-119’s a mobilization production figure rather 
than a current figure at that time, in the fall of 1950? 

Mr. McCone. No, sir; it was an actual requirement and it was set 
forth in schedule A-13 of the Air Force and, as I say, that schedule 
was approved by the various authorities and authorized for 
procurement. 

Senator Fianpers. It was a current schedule and a recognized 
requirement. It was not a mobilization figure? 

Senator Byrp. May I ask a question? 

Senator FLanpers. Certainly. 

Senator Byrp. How many planes have we in the 95 wing program? 

Mr. McCone. I cannot answer that, Senator Byrd. The Air 
Force could get that figure easily. 

Senator Byrp. We hear so much about the air wing programs, I 
would like to know how many planes there are involved. 

Mr. McConz. I agree with you, sir. 
with wings, are somewhat illusory. 

Senator Byrp. If you can in answering these questions, I would 
rather that you give the planes rather than how many wings there are, 

Mr. McCone. I am sorry I do not have that information. I hope 
the committee appreciates that I have been out of the Air Force since 

October 1951 and therefore—— 
Senator Byrp. Is it not true that in the Air Force they have differ- 


ent numbers of planes in the wings, that they call it a wing and not 
have any standard number? 
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Mr. McCone. That is correct. Different types of wings have 
different numbers of planes. 

Senator Byrp. It really does not mean anything, does it? 

Mr. McConsg. The numbers assigned to a wing range from 32 or 33 
up to 75 or 80, or even more. 

Senator Fuanpgers. Mr. McCone, can you tell us exactly when that 
program for 1,800 C-119’s, at the rate of 135 a month, was approved? 
Was it approved, had it been approved in the fall of 1950 or was the 
approval given later? 

Mr. McCongr. It was developed, as I recall, in November of 1950. 
It was formally issued by the Air Force on December 31,1950. It was 
approved by the Office of the Secretary of Defense and the Munitions 
Board formally on February 5, 1951. 

Senator FLANpERs. So it was not an official program in the fall of 
1950? 

Mr. McConz, No, That is correct. But it was sufficiently firm 
for the purposes of action because it was agreed, an approved program 
of the Joint Chiefs of Staff. 

Senator FLanpEers. Can you recall what the steps were that were 
made at this time to determine whether Fairchild could meet the 
C-119 requirements? Any special effort made to see whether they 
could? 

Mr. McCone. I cannot answer that. I think that General Cook 
and his officers could answer that question. 

Senator FLaANpprs. I have in my hands a copy of a letter dated 
October 23, 1950, wherein it is recommended by Gen. Orval R. Cook, 
Chief of Procurement and Industrial Planning, that Fairchild be given 
a contract to open a facility in Chicago on December 1, 1950, as the 
most reasonable and economical way of meeting the requirements 
of the needs for the defense assistance program and the 95-wing 
program. Will you examine this before it is inserted in the record? 
We will place this letter in the record. 

(The letter follows: ) 

OcToOBER 23, 1950. 
Subject: Facilities expansion project C-199 requirements. 
To: Director of Logistics Plans, Headquarters, USAF. 
Attention of Industrial Planning Division, Washington, D. C. 


1. There is a requirement to activate an additional facility to meet the require- 
ments of the MDAP program for C—119 airplane and to provide capacity potential 
for C-119’s in the 95-group program. 

2. Programed MDAP C-119 requirements begin at 2 in October 1951 and 
raise to a peak of 13 per month in January 1953. Proposed Air Force and Navy 
requirement under the 69-group program is 12 in July 1951, rising to a peak of 15 

95 group) in November 1952, then leveling off in 1953 at 40 per month. Total 
Air Force and MDAP requirement is then 53 per month through 1953. Available 
information establishes potential capacity at Hagerstown of 40 per month under 
extremely adverse conditions, and with a subcontracting program which would 
require upward of $10 million for facilities. Additional buildings, machinery, 
and equipment for Hagerstown to reach 40 per month is estimated at $5 million 

Lack of capacity at Hagerstown to meet the peak 95-group and MDAP require- 
ment, plus the above-estimated facility costs required to support a peak of 40 per 
month, clearly illustrates the requirement for selection and activation of an addi- 
tional facility for C-119 production. A review of available facilities indicates 
that Air Force plant No. 3, Tulsa; Air Force plant No. 6, Marietta; Air Force 
plant No. 8, Chicago; and Air Force plant No. 1, Omaha, should be considered in 
this selection. Further, the Curtiss-Columbus, Bell-Niagara Falls, and Birming- 
ham Modification Center facilities were reviewed but eliminated from further 
consideration because: (a) The Curtiss-Columbus facility is scheduled for use by 
North American for F-86 MDAP requirement; and (b) the Bell facility is pri- 
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vately owned and not available for use by another contractor; and (c) the 
modification center at Birmingham, Ala. (1,700,000 square feet) is adaptable to 
small-scale production but lacks flight-test facilities, and does not have the 
mobilization potential desirable in this case, without extensive additions and 
alterations. The plant is owned by the city of Birmingham and reportedly under 
option to Chase Aircraft Co. An analysis of the aforementioned Air Force plants 
for C-119 production discloses the following advantages and disadvantages in 
each case: 


A. ADVANTAGES AND DISADVANTAGES OF ACTIVATION 


(1) Air Force plant No. 3, Tulsa 


(a) Advantages.—1. Favorable climatic conditions permit extensive outside 
operation. 2. Less vulnerable to air attack than sites in highly industrialized 
areas. 3. Good labor market. 

(b) Disadvantages.—1. Assembly building, 4,000 feet by 320 feet precludes ex- 
tensive production and subassembly operations, thus limiting this plant generally 
to final assembly unless additions were constructed. 2. Existing AMCS. and N. 
Depot now operating in the main assembly building would require relocation and 
interruption of operations in event subject plant is selected for C-119 production. 
3. This plant is already scheduled for production of B—47 aircraft in event of 
mobilization. 


(2) Air Force plant No. 6, Marietta 


(a) Advantages.—1. Favorable climatic conditions permit outside operation. 
2. Less vulnerable to air attack than sites in highly industrialized areas. 3. Fair 
labor market. 

(6) Disodvantages.—1. Total area of 3,950,000 square feet is considered to be 
excessive for this operation. 2. Plant should be retained for planned M-day pro- 
duction of B—47 aircraft. 


(3) Air Force plant No. 8, Chicago. 


(a) Advantages.—1. Plant size and layout lends itself readily to the planned 
C-119 production although the plant as a whole requires more rehabilitation 
than at Tulsa, Omaha, and Marietta. 2. Relocat.on of existing tenant activities 
would not be serious and it is considered that the relocation costs would be con- 
siderably less than would be the case at Tulsa, Omaha, or Marietta. 3. Fair 
labor market. 

(b) Disadvantages.—1. More vulnerable to air attack because of industrialized 
location than other sites considered. 


(4) Air Force plant No. 1, Omaha. 


(a) Advantages.—1. Assembly and production area of approximately 1,750,000 
square feet makes this facility ideal for the C-119 production contemplated. 2. 
Not considered as vulnerable to air attack as other sites in highly industrialized 
areas. 3. Good labor market. 

(b) Disadvantages.—1. Selection of this facility for C-119 production would 
necessitate expensive removal and relocation of a large part of the AF Industrial 
Reserve now in storage thereat. 2. Joint use by Headquarters, Strategic Air 
Command would seriously complicate both operations. 


B. ORDER OF PRIORITY FOR ACTIVATION 


(1) Air Force plant No. 8, Parkridge, II. 

(2) Air Force plant No. 1, Omaha. 

(3) Air Force plant No. 3, Tulsa. 

(4) Air Force plant No. 6, Marietta. 

4. In consideration of the above analysis, it is considered expedient and to the 
best interests of the Government to activate Air Force plant No. 8 (Douglas) 
Park Ridge, Ill., under Fairchild management. Initia] cost is estimated at $15 
million all of which is chargeable to the MDAP requirement. Additional facilities 


in the amount of $9 million (not included in this proposal) are planned from AF 
funds in order to provide capacity for 45 per month. 

5. The estimated costs of reactivating the Chicago plant are estimated to 
be $15 million broken down as follows: 
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schedule IT. Building installations and rehabilitation $849, 000 
schedule TIT: 
Machine tools and related production equipment i 11, 200, 000 
Building installations (mechanical) 815, 000 
Furniture and fixtures. ___- 1, 060, 000 
“chedule IV: 
Portable tools 578, 000 
Motorized equipment. - --- ot 498, 000 
Total. .- a 15, 000, 000 


6. Work under schedule II includes complete rehabilitation of wood frame and 

russes, construction of service pits, power distribution system, heating and venti 
iting, et cetera. Schedule III includes general and special machinery, related 
produetion equipment, repairs and additions to cranes and hoists, and furniture 
and fixtures, including a large quantity of shop and storage fixtures. Schedule 
[V ineludes the customary run of portable tools (drills, welders, grinders, ete.) 
and motorized handling and transportation equipment. Facilities furnished from 
he AF industrial reserve will be replaced with items of equal value. 

7. As indicated in paragraph 4 above, all of the proposed expansion in the 
umount of $15 million is required to meet the MDAP program requirement for 
C-119 airplanes. If it were not for the MDAP C-—119 requirement, the activation 
of an additional facility would not be required to support the USAF requirements. 

8. It is proposed to lease the plant to Fairchild on a no-rental basis, since there 
s no competitive element involved. Lower cost of end item is considered to be 

adequate consideration. 

9. It is hereby certified that there is no existing active productive capacity 
available or suitable for the contemplated C-119 production by Fairehild. The 
estimated costs are considered to be reasonable, and lower than estimated costs 

f activating other possible selections. 

10. Upon approval of this project, it is reeommended that your headquarters 
notify CONAC, other services, agencies and tenants involved to vacate the prem- 
ses. Partial occupancy by Fairchild is recommended by December 1, 1950. 

For the commanding general: 

Aurrep H,. Jon“nson, 
Brigadier General, USAF, Chief, Industrial Planning Division. 


Approval recommended. 
Orvat R. Cook, 


Major General, USAF, Director, Procurement and Indusirial Planning. 

Senator FLanpers. Do you have a recollection as to this letter, 
Mr. MeCone? 

Mr. McConer. No, I have no recollecticn of the letter. I see it 
was to be approved by General Cook. I do not know whether he 
approved it or not. I have never seen it. 

That letter was never brought to my 

Senator FLANpErRs. This is the first time you have seen that letter? 

Mr. McCone. The first time I have seen the letter; yes, sir; 
although I knew 

Senator Symineton. Will the chairman yield? 

Senator Fuanpers. Yes. 

Senator Symineton. Here it says, “Wherein it was recommended 
by General Cook.”’ 

Was it written by General Cook or written by a subordinate and 
given to General Cook? 

Senator Fianpers. This is signed by Brig. Gen. Alfred H. Johnson 
and approval is recommended. 

Senator Symineton. Was the original letter signed by General 
Cook? 

Senator FLanpers. General Cook signed his approval. 
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Senator Symineton. I note here on another question, the top of 
the next page, you say also that the C-119 recommendation was 
going to be made and scheduled for Omaha, Nebr. 

So presumably some people recommended Omaha, and some people 
recommended Chicago, and some people recommended Willow Run. 
All of these preliminary papers, Mr. Chairman, with respect to a 
decision, I respectfully submit are comparable to exactly what you 
and I would have done in business. 

We would have gotten a good many recommendations from a good 
many different people and then we would have made a decision. 

As to whether that decision was sound or not, I am not commenting 
on. In my experiences in the Air Force there were times when you 
could get as many as 20 recommendations with respect to how an 
airplane should be made, where it should be made, when it should be 
made, how many should be made, and what the cost of the airplane 
was. Thank you. 

Senator FLanpEers. Did you, Mr. McCone, receive any recommen- 
dations of this sort for the Willow Run plant? Any documented 
recommendation? 

Mr. McConr. No, I did not. The recommendation I received was 
the recommendation that evolved in the meeting which I have 
discussed, and I have opened my notes here and I find that at that 
meeting there was in attendance General Cook, and also Gen. A. H. 
Johnson. Is he the party that signed that letter? 

Senator FLanpers. Yes; Gen. A. H. Johnson. 

Mr. McCone. He was also in attendance at the meeting. So I can 
only draw the conclusion that between October 20 and the 15th of 
December a reconsideration of the entire production program caused 
a change in the position of the command. 

And that of course is unanswerable. 

Senator FLanpers. I would like to interpose a question at this 
point. You have expressed some difference of opinion as to the figures 
of the ratio of cost of Willow Run to the ratio of cost at Hagerstown. 
Even though it is two and a half to one or two to one, or four or five 
to one, as it appears from our figures, does it not seem that it was a 
mistake to give the contract to Willow Run? 

Mr. McConr. It is very easy to Sunday-morning quarterback these 
things, Mr. Chairman. 

I do not feel that those who entered into this decision could have, 
in December 1950, anticipated the costs which are reported to have 
developed. I have not examined those costs myself. 

Senator FLANDERS. Of course that in a way is reaching the end of 
this investigation before we get there. But I have been impressed, 
as we have gone along, from question to question and answer to answer, 
with how you feel that everything was done regularly and in order and 
with good judgment, until we finally bump up against this end result. 

I am just wondering whether there was not some point along in 
there, in the orderly progression, at which a caution should have 
been indicated which was not used. 

Mr. McConr. I was concerned over the matter of putting aircraft 
production in a commercial plant that was out of its commercial 
production because of the possibility that labor and more particu- 
larly overhead would find itself way into aircraft production and 
inflate the cost unnecessarily. For that reason, I wrote a memoran- 
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dum, and I would like your permission to make reference to it and 
to insert it in the record. 

Senator FLanpmers. You may do so. 

Mr. McConn. This was written on January 5, 1950. It was 
addressed to General Wolfe, General Chidlaw, who is the commanding 
general of the Air Material Command—— 

Senator Symineton. I do not believe you mean January 5, 1950, 
do you? You were not in the Air Force at that time. 

Mr. McCons. | beg your pardon. Itis 1951. I am reading from 
the staff papers. Also General Cook. Copies of it were sent to 
Assistant Secretary Zuckert, General Rawlings, who is the comptroller 
of the Air Force, and to Mr. Frank Roberts, who is my special assist- 
ant on renegotiation matters. 

I would like to read 2 or 3 paragraphs of this letter, if I may. 
I said: 

I have been thinking about the contracts that you are or soon will be negotiat- 


ing with General Motors and Kaiser-Frazer and others who are to manufacture 
airframes and components for us in facilities now producing commercial products. 


Senator Symineron. I did not understand that. Would you mind 
starting off again and reading it so we can all hear it? 

Senator FLANppERs. I may say we come to this a little later. I do 
not think there is any objection to your reading it now. But it is one 
of the things on which we have some questions. 

Mr. McCons (reading) : 

I have been thinking about the contracts that you are or soon will be negotiat- 
ing with General Motors and Kaiser—Frazer and others who are to manufacture 
airframes and components for us in facilities now producing commercial products. 

It seems to me that these contracts will be quite unusual and therefore I 
believe should receive the personal attention of the senior people in the Air 
Materiel Command. 

What concerns me most is the danger that work will become ‘‘loaded’’ with 
a great many costs that are properly attributable to the commercial enterprises 
that are being terminated and therefore are not properly a part of the cost of 
Air Force work. Definition of ‘‘cost’’ must be studied carefully. 

All companies who go through a period of transition from commercial to 
defense production will have a vast readjustment in their overhead organization. 
Many departments necessary for commercial activities, most particularly the 
sales department, have very little, if any, part to play in a company or division 
producing exclusively for the Air Force. 

The same is true to an extent with a large segment of the engineering depart- 
ment, particularly that portion of the engineering department devoted exclusively 
to commercial product development. 

Also there will be a great deal of direct and indirect labor that will not be 
usefully engaged on our work until tooling has been completed and production 
lines started. 

Naturally, the manufacturers will desire to hold this labor, but if they do this 
to the extreme, idleness and excessive costs will result. We must be protected 
from this eventuality. 

Another point is the depreciation on excessive facilities. 


And then I close: 

I would suggest that in negotiating the contracts, careful attention be given 
to the definitions of admissible costs and other features of the contracts designed 
to protect us against unusual features of the above transactions. 

Senator Symineron. Would the chairman yield for one more 
question? 

Senator FLANpERs. Yes. 

Senator Symineton. Mr. McCone, just to get the facts on the 
table, did you not write that memorandum because you were afraid 
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that the not going too well automobile overhead of Kaiser-Frazer 


would be dumped on the aircraft contracts? 

Mr. McCone. That is what it said, yes, sir. 

Senator FLanpers. Will you explain to the committee why you 
thought that Kaiser-Frazer would be a satisfactory contractor when 
you have so clearly expressed the necessity for watching them? 

Mr. McConer. I did not confine that letter, nor did I confine my 
views at the time, necessarily, to Kaiser -Frazer, although I think 
their situation was of greater concern. May I point out that we were 
activating General Motors at Kansas City, we were putting engines 
in Buick and in Chevrolet and Ford and elsewhere. 

We were also employing other important subcontractors, 
as Brill and A. O. Smith. 

So the problem was industrywide, although in answer to your 
question, Senator Symington, I think it was concern over the Kaiser- 
Frazer situation that led me to write this particular letter. 

In answer to your question, Mr. Chairman, I felt then and J still 
feel that it is a controllable situation. I do not think that it was 
sufficiently compelling to dictate a policy on our part of not using 
commercial producers for our requirements. 

I felt care should be exercised in the administration of the contract, 
and I have made inquiry since, incidentally, and I am satisfied that 
the Air Force has been very careful. 

They have had many, so they report to me, many audit teams and 
have selected their best men for Air Force representatives in these 
particular situations. 

Senator FLanpers. When did that cautious and intense activity 
begin, do you know? 

Mr. McCons. I do not know, sir. 
January 5 because I wrote the letter. 

Senator Fianpers. I am just wondering whether there was not a 


stepping-up of that activity along in July 1952 when we began to get 
interested in it? 


Mr. McCons. 1t might have been. 
then so I cannot answer that. 

Senator FLanpers. Going back to the Chicago project you said that 
quite evidently General Cook had changed his point of view with 
regard to the Chicago-Fairchild recommendation. 

Senator Symineron. Excuse me, Mr. Chairman, does the record 
show that General Cook approved that memorandum? 

Senator FLanpers. Yes, it does. 

Senator Symrnetron. Thank you. The copy did not show it. 

Senator FLanpers. The copy of course does not have his signature, 
but the indications are that this is a correct copy that he approved. 

Senator Symincton. Thank you. 

Senator FLanpers. Can you give any explanation, Mr. McCone, 
as to why the recomme ndations in that letter of October 23, seemed 
to have been ignored when the decision was made on December 15 
to award the contract to Kaiser-Frazer? 

Mr. McCone. No. 

Senator FLanpers. You were present at the meeting? 

Mr. McConr. Of December 15, yes. 

Senator FLanpers. Do you have any recollection of any discussion 
as to why the Chicago-Fairchild project was abandoned? 
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Mr. McConen. It was discussed at the meeting. It was not dis- 
cussed in the light of this particular recommendation. But the use 
of Chicago and Omaha and other plants were discussed at the meeting. 

[ recall that definitely. General Cook said, and I would like to 
read to the record—I cannot put my hands on it now and I do not 
want to delay you—what General Cook said at the meeting was that 
f our problem was securing immediate production of a specific and 
limited number of planes which required a source in addition to 
Hagerstown, then he would favor the activation of a standby plant 
inder Fairchild’s management. 

But if the problem was both the procurement of planes and at the 
same time the establishment of the broadest possible base for future 
expansion along lines of the directive of the President and the Secre- 
tary of Defense, then he would favor the Willow Run facility. 

The notes of the meeting also show that General Chidlaw, who is 
the commanding general of Air Materiel Command, confirmed the 
point of view of General Cook. 

| would think—he would be a much better witness on this subject 
than I—I would think that what happened is between October 20 
and the December 15 meeting the Air Materiel Command became 
more impressed with the policies of higher authority in connection 
with this broad mobilization base, the establishment of productive 
capacity for 50,000 airplanes per year, whether we were going to buy 
the airplanes or not. 

That grew slowly and finally was pronounced vaguely in a speech 
by the President on the 15th of December, but specifically in his state 
of the Union message on January 8, 1951, and also in his budget 
message on January 15, 1951. 

Senator FLanpERs. However, that point of view had been infor- 
mally expressed to the Department of Defense before the public pro- 
nouncements oi those dates that you have given? 

Mr. McConsr. Oh, yes, many, many times. 

Senator FLanpgers. There is a mobilization plan of the Air Force 
No. MA-5, effective as of November 10, 1950, which calls for a some- 
what similar plan to the Fairchild-Chicago, only in this case it is 
Fairchild-Omaha. 

Can you tell why this plan was never put into effect? That was 
for 185 airplanes per month at that facility. We are still talking 
about C-119’s. Why was that not put into effect? 

Mr. McConr. In answering that question, I would like to take a 
minute to comment on this whole matter of mobilization planning. 
In 1946 or 1947 the Air Force, as well as the other departments of the 
military, felt that they must have plans for their production in the 
event of all-out mobilization. 

You are very familiar with that, Mr. Symington. The thinking 
was what would we do if we had to go into all-out mobilization, what 
plants will we use, what will we put here and what will we put there. 
These studies were conducted over a period of years for the utilization 
of the available facilities in the United States. 

It was conceived that mobilization would be on, that commercial 
and civilian production would be reduced to a minimum as it was 
during the war, that all of our resources would be consecrated to the 
war effort. 
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It was that type of thinking that went into this so-called mobiliza- 
tion planning. ‘The end product could not be divided off. You could 
not very well take 5 percent of it or 10 percent of it or you ran into 
many problems where in many instances the plan was impracticable, 
except in a case where our total resources were devoted to war. 

Omaha was one of those examples. Here we had, in the Omaha 
plant, housed the Strategic Air Command. We had, and still have, 
several hundred officers there and a very, very sensitive organization, 

Senator FLanpEerRs. What do you mean by a sensitive organization? 

Mr. McCone. It is the center of a very important communications 
system. The moving of those men and the relocating of them, and 
the moving of the facilities that they operate, was a big job. It was a 
costly job, but likewise it was a disturbing thing to do. 

Normally, in all-out mobilization you would do that because you 
could take a Federal building in Kansas City, maybe, and put them 
there, or you would have other places to go. But that was not quite 
the situation this time. We would have to go out and build new 
facilities, relocate the Strategic Air Command, and then turn the 
factory over to manufacturing. 

In a period of partial mobilization we chose not to do that. That is 
why, in this mstance and in many of these mobilization studies, they 
just didn’t apply to this partial mobilization that we were w orking out. 
I wanted to explain that to the committee. 

Senator FLanpers. Do you feel that you have given a sufficient 
answer to the question as to whether this MA-—5 was revised as of 
December 12, 1950, to substitute the Kaiser-Frazer plant? 

Mr. McConer. I am really not familiar with MA-5, Mr. Chairman. 
I assume I was at the time, but I have forgotten it and cannot identify 
it or recall it to my mind by the symbol number. 

Senator Symincron. Will the Chairman yield at that point? 

Senator FLanprers. Yes, I will yield to the Senator. 

Senator Symineton. Mr. Chairman, the Strategic Air Force is the 
center of the strategic air power of the free world. It was put into 
Omaha—I think I approved of that myself—after a great deal of 
investigation and General LeMay’s approval and others. It would 
seem incredible to me, regardless of any staff study made in the Air 
Force, that in order to make a cargo plane, a secondary source for a 
cargo plane, that you would root up this Strategic Air Force where 
you spent a good many million dollars over a period of years to get 
it established at that point, not too close to the border, not too far 
south, and other classified things, in order to make a cargo plane. 

I don’t know who made the MA-5 study with respect to Omaha. 
I don’t think it would have been sound to have moved the Strategic 
Air Force in order to build a C—119 cargo plane. 

Senator FLtanprrs. May I ask a question of the Senator as well as 
the former Secretary? 

Senator Symineron. It will be a pleasure. 

Senator Fuanpers. | take it that this Strategic Air Force was 
located in manufacturing-type buildings. 

Senator Syminecron. That is largely correct, except those buildings 
at the time, as | remember it, were not being used for manufacturing 
use but for tool storage. Is that correct? 

Mr. McCone. That is right. It was a shutdown plant. 
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Senator SymMineTon. Also you have an operating field there, per se, 
and with relatively slight additions you had a field. And there were 
very few fields like it that could handle the B-36. 

Senator FLanpers. The point that you are making, Senator, is that 
while you would naturally shift this over at an advanced stage of war 
production, you would not do it as an initial stage of expansion? 

Senator Symineton. My only point is that this was a staff study and 
there are probably a great many staff studies that recommend some- 
thing in addition to the C-119. But inasmuch as you felt that it was 
important that he answer the question on this particular study, I just 
wanted, in an effort to support the witness, to say that I don’t see 
how you could make that decision of meving the Strategic Air Force 
from Omaha in order to put a secondary source for the C-119 into that 
establishment. 

Senator FLanpreRs. As a matter of fact the revised production 
schedule is exactly the same as the original, except that Fairchild 
Omaha is erased from this point and replaced by Kaiser-Frazer. So 
it was a definite shift, without any other shift, from one producer to 
another. 

Who directed Air Materiel Command at Wright Field on December 
5, 1950, to revise this mobilization plan MA-—5 so that the Kaiser- 
Frazer Willow Run plant would be included in it? 

Mr. McCons. I cannot answer that question. I do not know. 

Senator FLanpers. Is it not the usual procedure, prior to the award- 
ing of an airplane contract, that the Air Force makes a facility study 
in order to determine the usability of a plant and its need in the Air 
Force program? 

Mr. McConz. Generally, yes, except where it involves the produc- 
tion of a plane or an engine that is thoroughly familiar to the engineers 
and the officers of the Air Force, and in that instance detailed studies 
are not necessary. 

The situation was unique with regard to the B-47. That was a 
new plane. It was the first jet bomber to be produced and the pro- 
duction of a jet plane of that type involves techniques of manufac- 
turing entirely different from the manufacture of a plane of the 
C-119 type. The C-119 is a very conventional article, a very good 
article, but the manufacturing techniques are very similar to those 
employed through the years. 

Senator FLanpers. It is my recollection that in answer to an 
earlier question you indicated that the Wright Field investigation, or 
interest in the Kaiser-Frazer plant at Willow Run, was based on 
available space and available labor. 

Mr. McCons. Yes, sir. That is correct. 

Senator FLanpgers. Do you know whether they made an investi- 
gation as to the additions to the productive machinery that would be 
required? 

Mr. McConz. I presume that they did. I am sure that they did. 
What they needed was a complete line of tools and tooling for the 
production of an aircraft, because there were none in the plant at all. 

Senator FLANDERS. So it was a question of space and labor. Do 
you know whether they made any investigation as to the efficiency of 
the organization as an organization? 
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Mr. McCone. I think that the officers who were actually in touch 
with the organization and carrying on the detailed negotiations would 
be better witnesses than I on that question. 

Senator FLANpERs. Would you think that such a study would be a 
proper part of any investigation as to the—— 

Mr. McCone. Yes, I think they should and undoubtedly did 
satisfy themselves concerning the capability of the management. 

Senator FLanpers. Again I feel like I am jumping ahead to the 
end result but I will forebear. 

In a letter to a Congressman, dated June 10, 1952, you pointed out 
that studies were made of production of several types of aircraft at 
Willow Run, including the Fairchild C-119, after December 5, 1950. 

ar you tell the committee what planes were studied and who made 
them 

Mr. McConrs. As I explained to the staff, that letter, which was 
written in Los Angeles and purely from memory, was in error insofar 
as apparently the only specific detailed studies that were made were 
in the production of the B-50 medium bomber and later the B-47 jet 
bomber. 

Senator Franpers. Can you have the Air Force furnish a copy of 
these studies for the record? 

Mr. McCone. I can. If the chairman would request the Air 
Force—I have no authority to request the Air Force to release their 
studies. I am sure they would be very glad to do so. 

Senator Symineton. You are a Republican, aren’t you? 

Senator FLanpers. We will leave that on the record. I am glad 
to find an official during the Democratic administration who was a 
Republican. , 

What was the recommendation that you received from Air Materiel 
Command and the Air Staff, providing for the establishment of a 
production line of C—119’s at Willow Run? 

Mr. McCong. It was an oral recommendation made at the meeting 
of December 15, at which time the various alternate possibilities for 
the accomplishment of the C—119 production were discussed in view 
of, first, the requirement and, secondly, the excess production capacity 
desired. 

The recommendations I think ran in this way: If our problem was 
for the quick production of a limited number of planes, then it would 
be best to utilize the Fairchild Co. in a shadow plant by activating 
the plant. 

If on the other hand we wanted to accomplish production and in 
addition create a broad base for further mobilization if need be, 
consistent with the directive of the President and the Secretary of 
Defense, then it would be their recommendation to utilize Willow 
Run. 

Senator FLanpers. Do you at this time wish to affirm or disaffirm 
a statement you made in a letter to a Congressman dated June 10, 
1952, in which you indicated you approved the contract award to 
Kaiser-Frazer sometime in January of 1951? 

Mr. McCone. I think I approved it before that. What I did, sir, 
was that following these recommendations to which we gave tentative 
approval on December 15, 1950, I conferred with the Secretary of the 
Air Force and then I released the Air Materiel Command to take 
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procurement action, subject, however—to the working out of proper 
contractual arrangements with the contractor involved. 

Senator Symrneron. May I ask a question? 

Senator FLanpers. Senator Symington? 

Senator Symineron. Who is the Congressman involved? 

Mr. McCone. The Congressman was Representative Alvin 
O’Konski. 

Senator Symington. You wrote him a letter on June 10, 1952? 

Mr. McCone. That is correct. 

Senator Symineton. “To a Congressman” has been referred to 
several times. Would you care to discuss the circumstances about 
that? 

[ do not know them and perhaps the Chair would be interested in 
that. Why were you writing him and why was he writing you? 

Mr. McConsr. I am very glad to discuss that. 

On May 21, 1952, Congressman O’Konski delivered a speech on the 
floor of the House in which he bitterly criticized Mr. Henry Kaiser and 
all of his activities and he made this statement, among other things, 
and this appears on page 5784, column 3 of the Congressional Record: 

Now get this, while McCone was Under Secretary of the Air Force he was 
merely on leave of absence from his position of president of Bechtel-McCone 
Cerp. Now in turn the Bechtel family happens, just accidentally, to be holders 
of 4,200 shares of Kaiser-Frazer common stock. So McCone gets a convenient 
leave of absence from a Kaiser outfit, becomes Under Secretary of the Air Force 
and arranges a nice fat gift for Kaiser, and that is how Kaiser manages to con- 
tinue to suck defense dollars while our boys in Korea die for lack of planes and 
plane equipment. 

He went on to say in a later part of his speech and referred to me 
“as a possible link in Henry Kaiser’s chain of influence in Wash- 
ington,” 

I wrote Congressman O’Konski to deny that statement because 
that was an untrue statemeni, and it was an attack on my conduct 
of my affairs in public office. I did not think that it should stand 
in the Record since it was definitely not true. 

Senator Symuneron. Mr. Chairman, may I suggest that the 
witness read that letter and that it be placed in the record at this 

8p 
point! 

Senator FLanpers. If you will do so. 

Mr. McConsr. Yes. 

Senator FLanprers. You have already read down to and including 
that first reference. 

Mr. McConzg. I will read the following opening paragraph: 

My Dear Mr. O’Konskxt: I have just received photostatic copies of the Con= 
gressional Record of May 21 in which your remarks concerning contracts between 
the Air Force and the Henry J. Kaiser interests are recorded. Iam writing you 
because in your statements you make referenve to my activities as Under Secre- 
tary of the Air Force, which position I held from June 15, 1950, until October 12, 
1951, 

Your statements in my regard involved, in my opinion, an attack on my in- 
tegrity while in public office, and since they are erroneous, and furthermore, are 
drawn from statements of conditions in my personal affairs which are not consis- 
tent with fact, I think my position should be clarified. 

With specific reference to page 5784, column 3, you state, and I quote: 

“Now get this, while McCone was Under Secretary of the Air Force he was 
merely on leave of absence from his position of president of Bechtel-MeCone 


Corp. Now in turn the Bechtel family happens, just accidentally, to be holders 
of 4,200 shares of Kaiser-Frazer common stock. So McCone gets a convenient 
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leave of absence from a Kaiser outfit, becomes Under Secretary of the Air Force 
and arranges a nice fat gift for Kaiser, and that is how Kaiser manages to continue 
to suck defense dollars while our boys in Korea die for lack of planes and plane 
equipment.” 

The facts are these: 

The Bechtel-McCone Corp., which was owned principally by 8. D. Bechtel, 
K.K, Bechtel and me, but in which Mr. Kaiser at no time owned an interest 
directly or indirectly, was dissolved in December, 1945, and has not engaged in 
business activities since that time. 


Going out of context from the letter, that is the corporation from 
which I presumably had taken leave of absence to go with the Kaiser 
outfit. It had been dissolved for several years and secondly Kaiser 
sone owned any interest in it whatsoever. Going on with the 
etter: 


Messrs. Bechtel and I own stock interests, or joint venture interests, with 
others in various enterprises, including shipping companies, insurance companies, 
and construction activities. It was from two of these companies that I took 
leave of absence to serve as Under Secretary of the Air Force. Mr. Kaiser did 
not, directly or indirectly, possess any interest whatsoever in either of these com- 
panies, nor has he, for a great many years, possessed an interest in any company, 
joint venture, or any business undertaking that has been under my direction 
Conversely, at no time have I been in the employ of Mr. Kaiser nor any corporation 
controlled by him. 

While the Kaiser companies and companies owned by the Bechtel interests and 
myself held interests in corporations or joint ventures which were engaged in war 
working during World War II, all such mutual interests were dissolved shortly 
after the conclusion of World War IT and many years prior to the time I under- 
took the assignment as Under Secretary of the Air Force. 

With regard to the Bechtel family’s ownership of Kaiser stock, I have no 
knowledge whatsoever. 

Undoubtedly, Mr. Bechtel purchases stock in the market from time to time, 
but I am not familiar with his personal holdings. While I do not know whether 
he did or did not own the 4,200 shares of Kaiser-Frazer stock to which you refer, 
certainly such a holding would have absoiutely no effect upon me. 

On page 5787 you mention Walston Brown and Clay Bedford and me as possible 
links in Henry Kaiser’s “chain of infiuence.’’ I believe this statement is mislead- 
ing because I have had no business relationship with Kaiser for years; I took no 
leave of absence from any company in which he possesses an interest; I have no 
benefit to gain from the affairs of his companies. The statement, therefore, that 
was a link in Henry Kaiser’s “‘chain of influence” should be corrected. 


The balance of the letter deals with the C-119 problem, and is 
repetitious of what we have been discussing. I would be glad to read 
it if it would be of value. I can submit it for the record. 

Senator Symineton. May I suggest, Mr. Chairman, that he not 
read the rest, which he says is repetitious, and put it in the record, 
because that has to do with the C—119? 

Senator FLanprrs. He can put that into the record. 

(The remainder of the document is as follows:) 


Now with regard to the award of a contract to Mr. Kaiser to build first the 
Fairchild C-119 airplanes, and later the Chase C—123 aircraft, the situation was 
as follows: 

Ever since the acquisition of the Willow Run plant by the Kaiser-Frazier Co., 
the plant had been considered as part of the industrial mobilization plan of the 
Air Force, having been so assigned by the Munitions Board. The plant was sold 
with so-called national emergency provisions included in the contract. These 
provisions stipulated that, in the event of certain emergency conditions, the plant 
could be called upon for production of essential war materials The Congress 
further provided that the plant should be operated by the purchaser, unless the 
purchaser either refused, or was proven incapable of so doing. I am recalling 
these provisions from memory, as I have no files available, but you are undoubtedly 
fully familiar with the provisions of the law in this regard. 
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From time to time the Air Force had arranged for Kaiser-Frazer to study the 

se of the Willow Run plant for the production of several different planes, includ- 
¢ fighters, bombers, and transports. 

Mr. Kaiser called on me in December of 1950, offering the services of the 
Willow Run plant, and his organization, for any use for which we desired. He 
nointed out that Willow Run was assigned to the Air Force by the Munitions 
Board, and stated that curtailed automobile production made available a sub- 
stantial production capacity and a large organization of trained men, He went 
further to state that if the Air Force did not wish to make use of the plant, he 
would like to have us release it from our industrial mobilization reserve, so that 
he plant could be made available to other services for the manufacture of other 
nes of war equipment. 

[ introduced Mr. Kaiser to the Deputy Chief of Staff for Materiel, Lt. Gen. 
K B. Wolff, who arranged with the commanding general of the Air Materiel 
Command at Wright Field for an investigation of the use of the facility and the 
etermination of its need inour program Studies were made of the production of 
several types of aircraft at Willow Run, including the Fairchild C-119. It was 


LY 


Defense Department policy to create multiple sources of all major items of 

1ipment, including air frames, engines, etc., and in compliance with this policy 
additional sources for several planes were needed. To meet this requirement, the 
\ir Force considered the use of operating plants that could be made available and 
as an alternate, the reopening of standby facilities. Both were used. 


About a month after our initial discussion, I received a recommendation from 

e Air Material Command, and the Air staff, providing for the establishment of a 
production line of C—119’s at Willow Run. This involved a sizable initial con- 
ract with Kaiser-Frazer. This I approved. 

The Air staff and I both recognized that the Kaiser organization had not had 
aircraft experience, but it was agreed that the Willow Run facility was needed in 

program, and the available manpower being released from automobile produc- 

would be most useful. The recommendation to employ Kaiser-Frazer on the 
C-119’s, rather than a more complicated plane such as the B—47 jet bomber, was 
based on the assumption that an inexperienced organization could proceed with 
less difficulty on the less complicated aircraft such as a cargo type, and furthermore, 
the Willow Run facilities were more readily adaptable to the construction of the 
C-119 than to the manufacture of other types of aircraft. 

My purpose in reviewing this negotiation is merely to explain the reasons for 
the decision to initiate aircraft production in the Willow Run plant under the 
direction of the Kaiser-Frazer Co. 

In summary, the Air Force felt that its program demanded the use of the Willow 
Run facility, which had been sold to the Kaiser-Frazer Co., the sales contract in- 
cluding the national defense provisions. A study by the Air Force developed that 
desired use of the facility was in the construction of the C-119 aircraft. Having 
reached the decision that the Willow Run facility was necessary under the Air 
Force program, we were obligated to employ the Kaiser-Frazer Co. in the opera- 
tion of the facility providing they were willing to operate the plant for us, and were 
capable of so doing. 

[hese were the only considerations that entered into my decision in this matter. 

Since you make reference to the Reconstruction Finance Corporation, I would 
like to say that no officer, director, or employee of the Reconstruction Finance 
Corporation discussed the Kaiser-Frazer matter with me or to my knowledge with 
anyone connected with my office, or in the Air Force, directly or indirectly, during 
the negotiation. 

I would very much appreciate any steps that you might take to correct the 
record, as I think that you will agree with me that the record, as it now stands, 
wrongfully condemns me for indiscretion in public office. 

Yours very truly, 
Joun A. MoCone. 


Senator FLanpers. I would now suggest that we adjourn until 
2 o’clock, but before we adjourn it would be proper for either of the 
other two Senators to ask questions on the material we have been 
over to this time. 


Mr. Duff? 
Senator Durr. You will be here this afternoon, will you not? 
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Mr. McCons. Yes, sir. Could I read the final paragraph in this 
letter? 


Senator FLanpers. You may. 
Mr. McConsz (reading): 


I would very much appreciate any steps that you might take to correct the 
record, as I think that you will agree with me that the record, as it now stands, 
wrongfully condemns me for indiscretion in public office. 

Representative O’Konski has chosen not to answer that letter, 
He has refused to accept me at his office or phone calls from me. 
One thing I am going to ask this committee to do, if they will, is to 
correct the Congressional Record for me. 

Senator Symineron. Mr. Chairman, may I ask a question? 

Senator FLanprers. Just a moment. Let me see what is involved 
in that. You say correct the Congressional Record? Do you mean 
to go back to the House Record and insert this letter? 

Mr. McConsr. No, sir. Just make a statement of the facts, which 
I think that your staff has assembled. 

Senator FLanprers. We will take that up before the full committee, 
that is, the full investigating committee. 

Senator Duff? 

Senator Durr. I wonder if we could adjourn until 2:15 instead of 
2 o’clock? 

Senator FLanpers. Yes, we will when we adjourn. 

Senator Symineron. Could I ask a question? 

Senator FLanpers. Yes. 

Senator Symineron. The implication which you have just read is 
that you might have been working down here to give contracts to 
the Kaiser-Frazer Co. because there was some pecuniary or other 
relationship between you and the Kaiser-Frazer Co. Would you 
please comment on that? 

Mr. McConz. Yes. There was no relationship, and the indica- 
tion that I had anything to gain directly or indirectly is entirely 
wrong. It is true that during the war my companies, as I have stated, 
together with the Kaiser companies and a number of other companies, 
were engaged in joint venture undertakings, some of which took the 
form of corporations, in shipbuilding and other activities. But those 
had long since been liquidated. 

I gave some serious thought at the time that this matter was up 
to disengaging myself from this decision because it might be said that 
this background, however remote, might have influenced my decision. 
I came to this conclusion: That I had been asked to come here to do 
a job for the Air Ferce, Since my relation with Kaiser and any other 
business interests that were doing business with the Air Force was 
not such as to in any way influence my decisions, I felt that I would 
be derelict of duty if I failed to join with my associates in the Air 
Force in these matters. 

If my relationship had been such that I could not, without prejudice, 
engage in the decisions, I would have readily removed myself from 
the decision. 

But as Senator Tydings will recall, when I appeared before you 
Senator Byrd asked me this specific question, and I said, and I think 
the companies which I had taken leave from filed letters with your 
committee, Senator Tydings, to the effect that they had no interest 
whatsoever in any activities with Kaiser-Frazer. 

Senator FLanprers. Any further questions? 
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Senator SymrneTton. I have no further questions until after lunch. 
Senator FLanpEers. The committee is adjourned until 2:15. 
(Whereupon, at 12:18 p. m. the committee recessed, to reconvene 
at 2:15 p. m.) 
AFTERNOON SESSION 


The subcommittee met, pursuant to recess, at 2:19 p. m., in room 
212, Senate Office Building, Senator James H. Duff presiding. 

Present: Senators Duff (presiding), and Symington. 

Also present: Fred Rhodes, chief counsel; James Anton, special 
counsel, and Harold M. Devlin, accountant. 

Senator Durr. Mr. McCone, is it fair to assume that if there had 
not been the urgency in getting the C—119’s in a short period, that it 
would have been reasonably easy to have found some other builder 
that could have duplicated the performance of the Fairchilds? 

Mr. McConn. No. Any new source would have been in the initial 
stages very much higher in cost than Fairchild was experiencing at 
Hagerstown. 

Fairchild themselves, at another plant, where they would have to 
go through the problems of starting operations and the so-called 
learning curve—an expression common in industry—would have 
experienced costs which would have been very much higher than 
they were then experiencing at Hagerstown. 

We knew that and, as I mentioned in my statement, at no time did 
the Air Force suffer under any illusion that this matter of starting 
new facilities in production, whether it be in engines or in airframes, 
was without very considerable cost. 

Senator Durr. Nevertheless, if there had been long-range planning 
instead of a hurry-up job, the expense could have been vastly reduced 
from the ultimate figures that appeared that the Kaiser-Frazer people 
charged for these planes. 

Mr. McConr. There is no question about the fact that if long-range 
delivery planning had been done, the minimum cost would have been 
realized. 

[t also must be borne in mind that as to this plan of activating the 
second source for the C-119, as a second source, whether it be Willow 
Run or some other location, the thought in the mind of the Air Ma- 
teriel Command and the Air Staff was that they were tooling a plant 
to produce not less than a thousand of these aircraft. 

In fact, the schedule A- 13, which I have referred to and which was 
the accepted agreed schedule upon which this procurement action was 
taken, called for 1,061 airplanes to be delivered from this second source, 

You average the tooling costs, the plant arrangement costs, the 
learning and experience factors over a thousand airplanes and you find 
you get a very much different answer than when you have 159 or 160 
as a divisor. 

I do not say that in any way in defense of what appear to be some 
very high costs, and I am sure from the questions of the committee 
that the committee feels that way. 

But I do say that the large number of planes to be procured was a 
factor that affected the judgment of the Air Materiel Comimand in 
making their recommendations on which the staff and my office acted. 

Senator Durr. As a civilian taking for granted what I assume is 
generally recognized, that the Russians in their air force have con- 
tinuously built up and expanded their air arm from the very end of 
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World War II, would not a quicker appraisal of what Russia was doing 
have enabled us, by longer range plan and procurement on that basis, 
to have prevented the vast amount of excess costs here? 

Mr. McCone. Most certainly. I just could not agree with you 
more, Senator. I would like in that connection to point out that had 
we not only an earlier appraisal made, but had the Government 
authorities acted on the appraisals that were available in 1946 and 
1947 and started an orderly buildup of the Air Force, then some o: 
these serious problems and high costs that we witnessed in 1950 and 
thereafter would not have occurred. 

I would like to go further and say that if the administration had not 
impounded but had spent the money that was appropriated by the 
Congress for the procurement of aircraft, the situation would have 
been alleviated. & 

Senator Durr. In other words, excessive costs are definitely asso- 
ciated with failure to take a long-range view, especially when you have 
a hurryup like vou did on the C-119’s. 

Mr. McConz. And all other aircraft. I could go on on that subject 
for a long time but I do not want to take the time of the committee. 

This start and stop in the field of not only the production of weapons 
but in all other phases of military establishment, the training and the 
operational end of it, is just expensive beyond belief. 

Senator Durr. I mentioned the Air Force only because that is the 
subject under immediate investigation. I assume that that observa- 
tion would apply to the whole military setup in the country? 

Mr. McCone. That is correct. 

Senator Durr. You mentioned this morning that you were con- 
cerned about the possibility of producers charging off costs to Govern- 
ment work which should have been carried by their civilian production. 

You said specifically that you were concerned about the Kaiser 
interests. 

I wonder if you have any knowledge about the condition of their 
automobile business that prompted that feeling and resulted in your 
memorandum of 1951? 

Mr. McCons. No, I had no specific information. No specific 
information. 

I had the general knowledge that you gain from gossip and the 
articles that you see in the paper on the production of various auto- 
mobile companies and so forth. That is all, I suppose, that influenced 
my thinking. But I had no specific information on it. 

Senator Durr. One other question. You mentioned a goal of 
1,800 planes of the C-119 class. We have had presented to us a list 
of actual production. At no time when you were in that position did 
they approach that production, did they? 

Mr. McConr. Oh, no sir. You see, it was long after I left the 
Air Force before any planes were produced from Willow Run. 

The Fairchild Co., which in June of 1950 was producing at the rate 
of eight, was building up gradually and I do not have the figures on 
where they were by October 1951, but they were only part way in 
their expansion. 

Senator Durr. Senator Symington? 

Senator Symrneton. Thank you, Mr. Chairman. 

Mr. McCone, you first became interested in our airpower picture, 
did. you not, as the military adviser to the Finletter commission, is 
that correct? 
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Mr. McCong. Yes. That was the first time that I started to see 
the problem from a, let us say, Government standpoint. 

I had been interested in it from a civilian standpoint before that. 

Senator SymineTon. You became a member of the Finletter com- 
mission upon the retirement of Mr. Henry Ford, II, did you not? 

Mr. McConeg. That is correct. Shortly after that commission 
was established Henry Ford, as you will recall, was one of the members. 
I was asked to be the technical adviser on military matters and then 
when he resigned, which was only a few days after the commission 
started its work, I was asked by the President to become a member 
and I did so with the understanding that I could continue on as the 
military adviser in addition to being a member of the commission. 

But I served in a dual capacity. 

Senator Symrnetron. As I remember that Commission, some of us 
persuaded the President of the growing importance of airpower and 
you were appointed in the summer of 1947. 

* You made your report in January 1948, is that correct? 

Mr. McConr. Yes. I think that is correct. 

Senator Symincton. In that report you had a unanimous recom- 
mendation of the Commission that the minimum air force, the necessary 
air force for the minimum peacetime security of the United States 
was a 70-group air force, is that right? 

Mr. McConr. That is right. We made two recommendations: 
One, the 70-group air force. Then we made specific recommendations 
concerning the maintenance of the air arm of the Navy. 

We were deeply impressed with the role of airpower. While we 
felt that the Air Force was going to carry the heavy end of it, we 
thought both air arms of the Defense Establishment should be kept 
right up. 

Senator Symrneron. At that time you also had a committee 
called the Joint Congressional Aviation Committee, which was 
chaired for the House by Congressman Hinshaw, and for the Senate 
by Senator Brewster? 

Mr. McConrz. That is correct. 

Senator Syminetron. In a Republican-controlled Congress? 

Mr. McConsg. That is correct. 

Senator Symrneron. | remember that everybody was worried about 
the fact that the report of that committee might differ on the down 
side with the Finletter Commission report that you were on, but ac- 
tually they, counting reserves, recommended more airpower than 
you did, is that correct? 

Mr McConr. Yes. As I recall their report came out about 3 
months after ours. Their activity forces were substantially the same 
as ours. They made some recommendations concerning war reserves 
that were greater than ours. 

Senator Symineron. Then later on in that year, 1948, you became 
in effect an adviser to Secretary Forrestal, did you not? 

Mr. McConzg. Special Deputy. 

Senator Symineron. And you were aware of some of the—if I 
may use the phrase—fiscal manipulations that went along in the 
budget at that time, is that correct? 

Mr McConr. I do not know that you are always aware of all of 
those things. I might have been aware of some of them. 

Senator Symineron. But you were aware of a very definite’ dis- 
agreement between the Air Force and the Department of Defense 
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with respect to what was necessary in the way of money to do the job 
that had been prescribed. Am I correct on that? 

Mr. McConsz. Yes. I think I was asked by Secretary Forrestal 
to take that particular post because he felt that I had an appreciation 
of the Air Force probjem and also the naval air problem. 

There was a problem there, too. 

Senator Symineton. Mr. Chairman, I want to say that I have not 
discussed this with Mr. McCone prior to this hearing but I would 
like to ask in all frankness if there are not some characteristics going 
on today that are remarkably similar to what went on in 1948? 

I would ask that you answer this in a true bipartisan spirit. 

Mr. McConz. I have not had the benefit of any studies of the air 
rogram or the budget. I have been told something of how the num- 
ers were arrived at. Other than that, I only know what I read in 

the papers. I only hope that without in any way commenting on 
whether the figures are adequate or are not adequate, that the matter 
is approached in a way that the judgment of the men who are most 
familiar with the problems is brought to bear on problems before the 
answers are finally arrived at. 

I think it is highly important in all these things to get the judgment 
of the officers and the technicians who are working on these things 
continuously because they are the men who really know. 

Senator Symineron. Mr. Chairman, I would like to pursue that 
line of questioning but I do not think it is proper in this hearing 
because it does not involve it. 
® I would like to take up something the chairman just mentioned and 
that is the question of planning and programing. 

Let’s run through some figures. At the end of World War II we 
had around 245 groups to the best of my knowledge. Do you think 
that would be about correct? 

Mr. McCone. That is right; yes, that is the figure. 

Senator Symineron. It was my dubious pleasure under instructions 
to cut that as rapidly as possible to where, in 1947, we were down to 
38 groups. Then we recommended 70 groups due to the increased 
suspicion that the Russians might not be as friendly as was originally 
thought at the end of the war. 

We recommended 70 groups and got 58. Is that correct? 

Mr. McConr. Forty-eight or fifty-eight? 

Senator Symineton. Fifty-eight? 

Mr. McCong. Yes. 

Senator Symineton. So we go from 245 to 38 to 58. Then in 1949 
we went to 48. Is that your memory? 

Mr. McCone. That is correct. 

Senator Symineron. Then, due to money that was impounded 
within the Department of Defense itself, we went to 42? 

Mr. McConsz. And that is where we were at Korea. 

Senator Symrneron. In your statement, you have given me some 
figures. By that time I had left the Air Force. You have some 
figures, following Chairman Duff’s thought about planning, in which 
you said that we went back from 48 to 52, I think you then said. 

Mr. McConzt. To 58. 

Senator Symrneton. We go from 42 to 58. Then we went to 69. 

Mr. McCone. That is correct. 
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Senator Symineton. Then we went to 95, is that correct? 

Mr. McConz. That is correct. 

Senator Symineton. Then we went to 143? 

Mr. McConz. That is right. 

Senator Symrneton. Now we are going to something that we do 
not know yet what it is, from what you know? 

Mr. McConsn. That is correct; from what I know. 

Senator Symrneton. Mr. Chairman, the service that it has been 
considered necessary to build up—because of the recognition primarily 
on the part of the Congress and air experts—in importance and to have 
a reasonably adequately adequate growing strength, has been changed 
in its basic program about 8 times in the last 5 years. 

I would like to make a comment on thai. At one time General Le- 
May was running the research and development program at Wright 
Field, before he went to SAC. He told me that there had been so 
many changes in that year with respect to the amount of money that 
he could have, the Air Force, the changes in the Department of De- 
fense and another change in the Bureau of the Budget, and another 
change in the White House and a final change in the Congress, and then 
another change because the money was not spent that Congress 
appropriated, that there had been no research and development done 
of any kind whatever during that year. 

All the time of the engineers, operators, and accountants had been 
spent in adjusting to the change in the money. No time had been 
spent in research and development for a better Air Force. 

Mr. McCone, you are generally acknowledged to be one of the out- 
standing successful industrialists in this country. Based on the way 
that the programing and planning of the Air Force has been handled, 
do you honestly feel, with your experience, that you could run a 
hamburger stand efficiently? 

Mr. McConr. No. I feel this way, Senator: That had we accepted, 
had the administration accepted the report of the Commission which 
the President appointed 

Senator Durr. Which year was that? 

Mr. McCons. 1947. [Continuing:] In 1948, and the subsequent 
report of the Congressional committee, and had it gone forward with 
the program to build to 70 groups in an orderly, thoughtful way, as 
you suggested, that there would have been two results: One, we would 
have not had the extreme feeling of great urgency upon the outbreak 
of the Korean war because we would have had forces in being which 
could have met that challenge and given us forces to meet other im- 
pending dangers throughout the world, and furthermore, we would 
have had a base on which to expand to any reasonable higher level 
that the world situation demanded. 

The very difficult problem was that having shrunk down so low we 
had nothing to build on. As I mentioned in my statement, the air- 
craft industry had shrunk to a bare minimum of operating plants. 
Just think, Mr. Chairman, of the problem that the planners in the 
military faced. Here they were suddenly confronted with the need 
for 1,800 aircraft of a certain type and at a rate of 135 a month. 

And the only operation they had in being, efficient as it was, and 
capable as the organization was, were producing 8 or 9 planes a month. 
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That is just 1 problem of 1 airplane. But that existed with every 
bomber and every fighter and every transport plane. F 

So it was really a very serious problem. 

Senator Durr. What was the amount of funds that was impounded 
at the time of the outbreak of the hostilities in Korea? 

Mr. McConr. There were four or five hundred million dollars. I 
think you could answer that, Senator. 

Senator Symrneton. I was out at the time of Korea. 

Mr. McCone. At Korea? 

Senator Durr. Yes. 

Mr. McCons. I cannot answer that accurately. I can get it. 

Senator Durr. What was the maximum impounded at any time 
during the interim period? 

Senator Symineton. Mr. Chairman, I think in 1948 the amount 
that was impounded by the administration was $700 million. In 
1950 the amount that was impounded by the Department of Defense 
beyond what was impounded—and that figure I do not know—by the 
administration, was $254 million in the early spring of 1950, of which 
some $175 million was new airplane money for procurement. 

Senator Durr. In other words, you had substantially a billion 
dollars that was provided and available and not used? 

Senator Symineron. Yes, Mr. Chairman, I would thing that the 
record would prove, over a period, a good deal more money. 

Senator Durr. I understand that. I mean in this particular 
situation. 

Senator Symineton. In 1948, sir, it ran 700 million. In 1950, 
about a quarter of a billion dollars. 

May I ask a question? 

Senator Durr. Surely. 

Senator Symineton. Mr. McCone, we have had some hearings 
here, some fine hearings on the shortage of ammunition. In that 
case there was criticism and in my opinion justifiable for a lack of 
a product. 

In this case there is criticism for excessive effort to get a product. 
Without passing on it, from the standpoint of judgment, I think 
these hearings are very fine. As usual, Senator Bridges gets in some- 
thing worth while. To me it shows that unless you do have long- 
range planning you are bound to have shortages in some cases and 
overages in others, and above all, you are bound to have a lot of waste 
as a manufacturer which you have had as much experience in as 
anybody I know of your age. 

Do you agree with that? 

Mr. McConr. Yes, I agree with that completely. 

Senator Symineron. Wouldn’t you say that the waste in the 
Pentagon Building with which you have been intimately connected 
since the first days of unification, that there have been billions and 
billions of dollars of sheer waste due to the constant reprograming 
and replanning, and that that waste is far more than any other 
waste that they can put their hand on in that building? 

Mr. McConr. Yes, I think that is a fair statement. 

Senator Durr. Could you add reprograming to that? 

Mr. McCone. No, I think reprograming, rather than lack of 
planning, is a cause of the waste. I think if the military had some 
reasonable assurances that a set of program objectives, once estab- 
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lished—even though they took a matter of 4 or 5 years to accomplish— 
were going to be kept firm and buried only through compelling changes 
in the international situation, or because of scientific development, 
then I think they could most capably plan. 

They are well organized to do a good job of planning. But where 
they are in trouble is the constant reprograming due to vacillation 
and changes in policy of higher authority. 

Senator Durr. So that everything that they have planned has been 
periodically changed? 

Mr. McConer. That is correct. 

Senator Durr. I think we all agree that this is a vastly necessary 
investigation because surely the might of the Russian air power 
compared with ours, when you realize what we had at the end of 
World War II, is something that concerns every American citizen. 

It is also evident that if we continue as we have been we are not 
going to be prepared when the great day comes. 

Senator Symineron. Mr. Chairman, I sat on the National Security 
Council for a couple of years as the Secretary of the Air Force and 
then was retired by law and went back on it as Chairman of the 
National Security Resources Board. 

We have one of the great authorities on air power in this country 
even if he was a ground officer in his day in Senator Millard Tydings. 
He knows—he is with us in this room—he knows as well as I do that 
there never was a national policy expressed in the long-range strategic 
military plan in this country until long after the Russians exploded 
their first atomic bomb, and long after Korea. 

There never was a long-range strategic military plan that was 
not essentially a compromise between the three services. The fact is 
that the 143-group program was the closest thing we ever got to 
national policy and it was a compromise in that the Air Force thought 
that the 163-group program was right. 

But they took 143 in order to get national policy. The way they 
got to 143 groups as of June 30, 1954, was because it was estimated 
by that date that the Soviets would have enough long-range bombers— 
which everybody now knows they have—and enough atomic bombs 
by that date to make a sudden all-out atomic attack on the United 
States. 

That 143-group program which, incidentally, recently has been 
subject to considerable ridicule, was only based on an Air Force that 
would be adequate to meet the Soviets at the time it was considered 
that they were ready. 

Last summer that was chiseled because they said we will not be 
ready in 1954; we are going to postpone it until 1955. 

Last January it was chiseled further. They said we are not going 
to be ready in 1955, we will just hope that they do not hit us until 1956. 

That was bad enough to me, Mr. Chairman. But now it is all 
gone out the window. We will not be ready in 1956 and what is 
more important, we are not going to shoot for any target date. We 
do not plan any more to consider it is important to be ready with 
adequate defense when the Soviets, we believe, as our military ex- 
perts do, are ready to attack us. 

I claim if that is going to be our new policy it should be based on 
certain knowledge as, for example, whether or not the Soviet air 
force is becoming weaker instead of stronger. 
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But you and I were both here when the Chairman of the Joint 
Chiefs of Staff told us fairly recently that despite our postponement 
on the basis of pay-less-and-hope-more, and this reprograming which 
in itself costs more than a good air force would cost in my opinion, 
despite the fact that we are doing this to our own Air Force, the 
figures which we have seen showed that the Russian air force, the 
Soviet air force, is not only stronger but very, very much more 
strong than it was even a year ago. 

I was interested to note that in May, you might call.it, of the great 
announcement of the theory that we will be stronger by planning to 
become weaker—that General Bradley himself said there had been 
no evidence of any kind that the Soviet had stopped their efforts to 
become supreme in the air. 

I welcome these hearings. If anybody knows this subject, Mr. 
Chairman, it is Mr. McCone, because first he worked on the Finletter 
Commission, then he worked as a special adviser in this particular 
subject with Mr. Forrestal, and then he became Under Secretary of 
the Air Force. I might add that I was glad to see him take that job; 
I urged him to take it—he did not want to take it because he felt 
that he might be criticized for some of the things that he would do. 
I might say in that case he was a pretty good prophet. But I think 
that the more of this information that we can have on the table as 
to why we have this waste, in this case and in other cases, the more 
truth we can get at in these hearings, the more chance we will have 
as of June 30, 1954, to have a reasonable Air Force. 

Senator Durr. I agree with that 100 percent. I am very sure that 
there is no subject that the average American citizen is more inter- 
ested in than a great Air Force. I am also sure that they have been 
deeply concerned about the public statements of the difference be- 
tween the cost of one procurement agency and another when it 
amounted to almost 4 or 5 times as much. I think it is enormously 
important that all the factors entering into that situation be under- 
stood by the public because otherwise they would be very strongly 
inclined to believe that there were things in the background that did 
not appear on the surface that might cause such a great discrepancy 
as $260,000 and $1,200,000 for the same type of plane at the same 
time. 

Senator Symrneron. Mr. Chairman, could I ask one more question 
of the witness? 

Senator Durr. Certainly. 

Senator Symineton. You know about the Vance report? 

Mr. McConn. Just as I read it in the paper. I have never seen the 
report itself, 

Senator Symineron. If you do not know about it I will not ask any 
questions about it. 

Senator Durr. I would like to ask these questions for the record. 
What was the first-cost-per-unit figure that came to your attention 
with respect to the C-119 as produced by Kaiser-Frazer? 

Mr. McCons. I cannot answer that. I would be calling on my 
memory. I would like to get that information, or I am sure it will be 
developed in later testimony. I think it was consistent with the six- 
hundred-and-odd thousand dollar figure that the chairman mentioned. 

Senator Durr. Naturally offhand you would not have either figures 
or dates without referring to records? 

Mr. McCons. That is correct, sir. 
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Senator Durr. Was there ever any discussion in the Air Force as to 
the advisability of canceling the Kaiser-Frazer contract due to exces- 
sive cost during the period of your tenure in office? 

Mr. McConz. Not while I was there; no. 

Senator Durr. Would you like to ask anything else? 

Senator Symineton. I would like to make one observation. There 
are many hearings going on, and I have to get to the next one. When 
the loans were made through RFC I was not with the RFC but I was 
opposed to the entrance of the Kaiser-Frazer Co. into the aircraft 
business on this contract and I so told Mr. Kaiser. I felt that it 
would be wrong because I thought it might be difficult to segregate 
their operating expenses between their automobile business and the 
aircraft business. 

The loans that the RFC had at the time I went with it were pretty 
closely tied up with the inventory. That is correct as I remember it. 
I was glad that Mr. McCone put into the record the letter that he 
wrote in which he pointed out that there might be that particular 
difficulty with respect to this and other companies. 

Senator Durr. I think it would be generally agreed by all of us 
that the circumstance of their getting this contract, the granting of 
the loan, and the very excessive cost as compared ‘with the cost of 
the standard procurement at that time, would raise a question in the 
public mind as to whether it was not political rather than in reality a 
business transaction based on the facts. 

I am not making that charge. I am merely stating that I am 
very sure that as a reader of the public press I would come to the 
conclusion, without knowing the facts, that there were those entangle- 
ments. I think it is valuable for you to make the statement that you 
did with respect to how that operation took place. 

Mr. McConer. Without in any way commenting on what appear to 
be the very excessive costs, I think that the circumstances were 
such that the Air Force officers who appraised this decision appraised 
the capability of the facilities and the capabilities of the plant, in 
looking at it objectively and from a distance, | just cannot see how 
they might have forecast the eounae e. Everything was there 
that should have led to reasonably good performance. But it must 
always be admitted that the initial cost of a second source, whether it 
be at Willow Run or elsewhere, is not comparable with the cost of an 
established, going concern. The comparison therefore must be one of 
whether this article cost, in plant A, what it would have cost in plant 
B. The Hagerstown facility, as I have said, was booked to capacity, 
therefore we had to reach out to some other source. And we would 
have suffered high costs in any event. ’ 

Senator Durr. There is not any doubt in your mind, however, that 
in the public appraisal of the situation where the one was practically 
five times the cost of the other, there are very large question marks 
in everybody’s mind as to the connection between those costs, good 
judgment, and the contract. 

Mr. McConz. I can see how that might readily come up. My 
view on it, however, Mr. Chairman, is that this committee might well 
take a very good look at why those costs are high and what the per- 
formance was, really what happened. I really do not know. But I, 
as a former officer of the Air Force, cannot in all conscience criticize 
the decision, the recommendation ‘and the decision in view of the 
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known facts and the urgency of 2% years ago. It is disappointing 
and it is regrettable, and I am saddened to see what appears to be 
the result, but sitting in that meeting on December 15, I, who should 
have known more about it than any other man in there, cannot say 
now in all honesty that I saw on the horizon danger signals other than 
the one I wrote the letter about, and that I felt contract administration 
could take care of. 

Senator Symineton. Do you see any danger signals now, with what 
is going on right now with respect to the Air Force budget, based on 
your experience in 1948, 1949, and 1950? 

Mr. McConr. My view on the Air Force budget is this and I have 
expressed this to everyone: I think that in the Air Force and in any 
of the military organizations there are opportunities for savings. You 
and I have talked about it many times. I would first, before making 
my plea, effect every possible saving that I thought was possible in 
manpower and money. I would eliminate all unnecessary noncombat 
planes that are not essential, either to the combat effectiveness of the 
Air Force or the necessary and essential support of training facilities, 

[ would eliminate duplication of command and duplication of other 
structures. I would make every saving possible in the Air Force and 
in the other departments. Having done that, then I think that we 
should have the money appropriated which would provide the combat 
effectiveness of the Air Force without impairment. I do not think, 
at this time, it would reduce the combat effectiveness of the Air Force. 
Whether the money appropriated will do it or not I do not know. 
There is a difference of opinion. I understand that the Secretary of 
the Air Force is to testify tomorrow on it. Certainly without having 
studied it I cannot comment. But one thing is certain, I think that 
we must not—I cannot see anything in the times that would warrant 
a reduction one iota, one bit, in the combat effectiveness of the Air 
Force. But I would insist on all the economies. 

Senator Symineron. You were on the record once, I think, that if 
you had a real programing and planning program instead of this 
constant reprograming and planning that you could get equal defense 


for a third less money. Is that not correct? Roughly something like 
that? 


Mr. McCone. Yes, sir. 

Senator Symineron. You mentioned the Secretary of Air Force 
testifying tomorrow. I noticed a story this morning that there was a 
disagreement between the comptroller in the Department of Defense 
and the Secretary of the Air Force. Does that touch vou with a little 
nostalgia as far as the past is concerned? Does that follow any 
pattern? 

Mr. McConer. Could I go off the record? 

Senator Symrineton. Yes. 

(Discussion off the record.) 

Senator Durr. Another conspicuous conclusion that has to be 
drawn is that instead of fits and starts it is absolutely imperative, 
if we are going to have a proper defense, that there must be this 
long-range planning. 

Mr. McConnr. There must be, there cannot be anything else. 

Senator Durr. It cannot possibly be done any other way, can it? 

Mr. McConsr. It cannot possibly be done any other way that I 
know of. It must be done intelligently and carefully and with an 
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eye to doing it as economically as possible. We must recognize the 
need to save money, particularly in this very expensive arm of the 
defense establishment, but not at the cost of combat effectiveness. 
I want to differentiate very clearly between economies and cuts in 
strength. The first I am for, the second I am opposed to. 

Senator Durr. I think that is a distinction that is pretty generally 
recognized. 

Mr. McConsz. I wish I could be of more help on this. I have not 
been studying the current figures and I really do not know about them. 

Senator Durr. Any other questions? 

Senator Symrneton. No, Mr. Chairman. 

Senator Durr. That is all I wanted to ask you, sir. 

Mr. McConz. Thank you very much, Mr. Chairman. 

Senator Durr. The staff would like me to ask you these questions, 
beginning with No. 43, for the record, which I will read seriatim and 
you can answer them. 

Did Fairchild Corp. make any protest to you concerning the award 
of the C—-119 contract to Kaiser-Frazer? 

Mr. McConr. Yes. Either late in December or the first day or 
two in January. 

Senator Durr. What was the basis of their protest? 

Mr. McConer. Their protest was that this had been a precipitious 
action and that careful consideration had not been given to it, and 
that they had made a mobilization study of performing this work 
elsewhere, and furthermore that it involved really taking away from 
them and turning over to others a know-how that was a fundamental 
part of their business. 

We discussed the need for them to enter into a technical assistance 
contract with the Kaiser-Frazer Co., and some discussion arose in my 
discussions over that matter. A day or two later Mr. Boutelle met 
with General Vandenberg and Secretary Finletter and myself and 
we made assurances to him that what we were doing was creating a 
second source, that if and when requirements were reduced and a 
second source was no longer required, then his basic business would 
be protected. 

We went so far as to say that if we were not in office we would 
still use our influence to see that that commitment was lived up to. 
We had Mr. Edgar Kaiser come down the next day or a day later and 
we told him what our position was. That apparently satisfied the 
Fairchild people because they wrote me following that meeting and 
expressed satisfaction and immediately thereafter they created an 
organization to render this technical assistance, and so far as I know 
it has gone along all right ever since. 

But there was a protest. 

Senator Durr. Would you make a statement as to the reason that 
you subsequently made a decision to phase out the production of 
the C-119 at Willow Run? 

Mr. McCong. In May the Kaiser-Frazer Co. acquired a 49 percent 
interest and management control of the Chase Aircraft Co. Chase 
Aircraft people had designed a successful assault transport which was 
a competitive article to the C-119. 

The Army, who are the ultimate user of this plane, had made the 
decision somewhat against the will of the Air Force, that their.mission 
could be better accomplished by the use of the C—123 for certain as- 
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sault operations, rather than using the C-119. Therefore, it was 
necessary to furnish both planes. I took that matter up personally 
with General Collins and General Hull and they in turn took it up 
with General Mark Clark because the production of the C—123 
created a great many problems for us, and a particular embarrassment 
because it put the Kaiser-Frazer Co. where they had a grip on two 
competitive articles, and it also violated the spirit of the understanding 
with Mr. Boutelle and Mr. Kaiser that I just spoke of. 

We solved the problem after long conferences. I could go into 
the detail of it, but will merely state we made the decision to phase 
the Willow Run out of the C-119 and let them proceed with the C—123 
and to depend upon Fairchild for the entire requirement of the C-119. 

Since Hagerstown did not have the capacity, we decided to then 
activate the Chicago plant, which had been a source of some discussion. 

Senator Durr. We have a call to go to the Senate on a vote, and 
I am afraid we will have to go. Was it your idea to be here again 
tomorrow, sir? 

Mr. McCone. That is what the chairman asked. 

Senator Durr. We will return shortly. 

(Thereupon, a short recess was taken.) 

Senator Durr. I will ask you these staff questions. 

Mr. McCone. Could I ask if the reporter would read the last 
part of my statement? 

Senator Durr. Yes. 

(The statement was read.) 

Senator Durr. The next question: How did you propose at this 
time to meet the mobilization potential requirements which you 
have previously outlined to this committee as existing in December 
1950? 

Mr. McCone. The production of Hagerstown and the Willow 
Run together, to my memory, met the mobilization requirements of 
dis airplane. 

Senator Durr. The next question: Is it to be inferred that the 
urgency of reaching a mobilization potential, which was the com- 
pelling reason for the awarding of the C-119 contract in December 
1950, was being ignored in June 1951? 

Mr. McCone. No, I do not think that could be ferred because 
the situation changed materially by the bringing in of two aircraft, 
the C-119 and the C-123. In effect what you had was the produc- 
tion potential of three plants: Hagerstown; Park Ridge, Chicago; and 
Willow Run. 

So there was no reduction in the mobilization potential. 

Senator Symincron. Mr. Chairman, may I ask a question? 

Senator Durr. Certainly. 

Senator Symineron. Did the Air Force propose to Kaiser-Frazer 
that they buy the stock in the Chase Co. 

Mr. McCone. No, sir. 

Senator Syminctron. Did they disapprove it? 

Mr. McCone. They did not feel that it was within their province to 
tell Kaiser-Frazer what he should do with his money. 

Senator Symincton. Mr. McCone, what do you think was the 
reason that the Kaiser-Frazer people bought the Chase stock? I am 
only asking as a matter of interest. I cannot remember. 

Mr. McCone. I do net know that I can answer that, Senator 
Symington. I do not know why they bought it, except that I think 
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that they had a strong desire to be in the aircraft business. They 
felt, as a second source for the Fairchild C-119, they were temporarily 
in the business but not permanently in the business. 

I think they gambled that by acquiring the Chase stock it would 
put them in a position as a basic supplier. I did not feel in a position 
to comment on it although I did not say that I thought, when I was 
told of the decision—and that was at a time when the statement was 
made that the Chase Co. was obligated to sell but the Kaiser Co. was 
not obligated to buy during the option period there when I was told 
about it—when I was told about it I said that I felt it was a distinct 
violation of the commitments made to Secretary Finletter, General 
Vandenberg and me. 

Senator Symineron. On the part of Kaiser-Frazer? 

Mr. McConp. On the part of Kaiser-Frazer. 

Senator Symineron. By their becoming interested in what I 
understand is a fine airplane, the C—123? 

Mr. McConr. Yes, sir, but becoming interested in an article that 
was a direct competitor of the aircraft which the Fairchild Co. were 
teaching them how to build. 

Senator Symineron. Incidentally, have you ever heard any crit- 
icism of the Fairchild Co. from the standpoint of it not helping the 
other companies build the plane? 

Mr. McConr. No, I have never heard any criticism which I felt 
was authoritative. 

Senator Symineron. Did you ever get any formal protests from 
the Kaiser-Frazer people about it? 

Mr. McConz. I did not. I do not know of any, either. 

Senator Symineron. I would like to pursue this, Mr. Chairman. 

Senator Durr. Go ahead. 

Senator Symrnecron. The Fairchild Co. lost quite a little volume 
due to the decision. I want to say that I think you have made, to 
me, a very effective and intelligent analysis and presentation of the 
reasons why you felt that was advisable. But then there was, as I 
remember it, some disagreement with respect to the merit of the 
C-123 and the C—119—that is correct, isn’t it?—between the Army 
and the Air Force, as to which plane would be the better plane to 
put into production? 

Mr. McConr. There was no disagreement as regards the relative 
merits of the plane. I think that the evaluation team of the Air 

Force and the evaluation team of the Army, or the representatives of 
the Army that were on the evaluation team, were in agreement that 
for the mission that Chase aircraft seemed to perform better. But as, 
you know, the decision of an evaluation team does not constitute a 
decision to buy an airplane. 

The Air Force felt that the differences were so little and there were 
so many problems involved in bringing a new airplane into the program 
that they felt that the C-119 could be modified so that it would per- 
form in the mission just as well as the C123, and all of the problems 
of manufacturing another airplane and “‘de-bugging” it and then sup- 
porting it logistically could be eliminated. That was the Air Force’s 
position. 

Senator Symincron. One more question, Mr. Chairman. The 
Fairchild Co. had a fine record of production. First, they were asked 
to split their production because of their lack of capacity, which I 








50 AIRCRAFT PROCUREMENT 


fully understand. Then as I get it you were trying very hard to be 
fair with the Fairchild Co. So you felt that if in addition to getting 
all the know-how, in effect free, they could add it to the cost from the 
Fairchild Co. with respect to the C-119, if the Kaiser-Frazer Co. then 
went out and bought a major interest in the C-123 that that would 
make it possible for them not only to obtain free the know-how from 
the Fairchild people but also they might plug the C123 to the point 
where they eliminate all the production at Fairchild. 

Is that a fair inference? 

Mr. McConz. That is the way we appraised it, and it was for that 
reason that we decided at some cost and some inconvenience to undo 
this arrangement and to depend on Fairchild exclusively for the 
C-119s and to get Kaiser out of the C-119 business just as quickly as 
possible. 

Senator Durr. That is the reason you decided to reactivate the 
Chicago plant which before you had decided not to reactivate? 

Mr. McConre, That is right. We felt that Willow Run was no 
longer a source for C-119’s but we still had need for two plants on the 
C-—119’s although the need was less than it was before. Consequently 
we were satisfied with the Chicago plant. 

Senator Durr. Was it ever indicated by the so-called higher author- 
ity in Government that they were anxious for Kaiser-Frazer to have 
an airplane contract? 

Mr. McConz. No. No. I would like to be clear on that. There 
was at no time any indication made to me or to my knowledge to 
anyone else in the Air Force, concerning a desire to have Kaiser- 
Frazer have an airplane contract. 

Senator Durr. As far as I know that is the end. Senator, do you 
have anything further? 

Senator Symincron. No; Mr. Chairman, I do not. 

Senator Durr. We will reconvene at 10 o’clock tomorrow morning. 
The committee is now adjourned. 

(Whereupon, at 3:29 p. m. the committee was adjourned, to recon- 
vene at 10 a. m., June 3, 1953.) 
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JUNE 3, 1953 


Unirep Srates SENATE, 
PREPAREDNEss SuBpcomMITTEE No.1, 
ARMED SERVICES COMMITTEE, 
Washington, D. C. 

The subcommittee met, pursuant to adjournment, at 10 a. m., in 
room 212, Senate Office Building, Washington, D. C., Senator Styles 
Bridges (chairman) presiding. 

Present: Senators Bridges, Flanders, and Duff. 

Also present: Fred Rhodes, chief counsel; James Anton, special 
counsel, and Harold M. Devtin, accountant. 

The CuarrmMan. The subcommittee will come to order. At the 
beginning of this session the Chairman would like to say that I am 
sorry that I was called away from the session yesterday by the press 
of another engagement at the White House and the Floor of the 
Senate. I want to thank Senators Flanders and Duff for carrying on 
for me in the chair. 

Turning to the testimony of Mr. McCone, I would like to point 
out, in summary, some of the more important points which appear 
there. It had been known for some time that there would be in- 
creased demands for cargo-type aircraft in the fall of 1950. It was 
estimated that a substantial number would be required to fill the 
needs of the Air Force, the other services, and mutual defense require- 
ments. The plane in question is the C-119 which was then being 
produced at the Fairchild plant at Hagerstown, Md. It was stated 
by Mr. McCone that the capacity of the Fairchild plant was 35 per 
month, but as a result of increased requirements additional sources 
were necessary. 

At a luncheon meeting with Henry and Edgar Kaiser on December 
5, 1950, Mr. McCone told the committee they expressed a desire to 
get into aircraft production. He said that Mr. Kaiser, who had just 
recently arranged for a loan of $25 million from the RFC told him that 
his automobile business was suffering cutbacks. Mr. McCone knew 
that they had previously tried to get into jeep production at Willow 
Run. 

At a meeting on December 15, 1950, it was decided to give the Kaisers 
a contract to build the C-119 plane, as a second source, at the Willow 
Run plant. Later a letter of intent was written under date of Decem- 
ber 20, 1950. Thus in the span of 15 days a new producer is brought 
into the business of building airplanes, and is given the know-how by 
the Fairchild Aircraft Corp. at the direction of the Air Force. 

It was interesting to note that the decision of the 15th of December 
was made in haste without the benefit of cost estimates. Mr. McCone 
told the committee that he did not feel this was unusual since there 
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was considerable pressure to get into production with the second 
source of the C-119. Mr. McCone also said, and significantly, on 
January 5, 1951, he had written a letter in which he warned his appro- 
priate subordinates that they must watch the cost of all Air Force 
contracts with producers of automotive goods to insure that they did 
not load on to the Air Force costs which should have been charged to 
civilian business. In this connection he mentioned contracts with the 
General Motors Corp. and the Kaiser-Frazer Corp. 

In response to a direct question of Senator Symington, Mr. McCone 
stated that he felt that there was the possibility that the Kaiser-Frazer 
Corp. might try to have the Air Force absorb some of the losses of their 
automobile business. 

Senator Flanders made the observation to Mr. McCone, ‘Why did 
you think Kaiser-Frazer would be a satisfactory contractor when you 
so clearly expressed the necessity for watching them?” 

It can be assumed that the Air Force set up a system to check on 
these costs. We are interested to find out what the Air Force did in 
this regard, and we certainly are interested to learn why a second 
source should overrun a prime source by a factor of 5 to 1 in cost. 

Mr. McCone said that he was disappointed that the performance 
of the contract by Kaiser-Frazer was unsatisfactory. Senator 
Symington pointed out that he was opposed at that time to the 
Kaisers entering the aircraft industry and so told Henry Kaiser. It 
was also observed here yesterday that the costs of the contract were 
excessive and Mr. McCone agreed. 

In reference to the award of a C- 123 contract to Chase Aircraft in 
June of 1951, Mr. McCone made the observation that when he learned 
of the purchase of a substantial part of Chase Aircraft stock by Henry 
Kaiser, he felt this was a distinct violation of the commitments made 
to Secretary T. K. Finletter, Gen. Hoyt Vandenberg and to himself 
by the Kaisers. 

Considerable mention was made of the tempo of the times. Of 
course this committee has been aware of the menace of the Soviet 
Union for at least several years piror to the time in question. I point 
out the so-called Unification Act was stimulated by the growing threat 
of international communism. 

The witness of yesterday pointed out that despite this threat our 
preparedness was continually hampered by what he described as 
reprograming. This is a procedure whereby one program is cut 
back to utilize funds for another program which may have a higher 
priority. The point should be made clear here that the exorbitant 
costs at Kaiser-Frazer were not the result of any reprograming and 
Mr. McCone did not undertake in any sense to say otherwise. His 
statement on reprograming referred to the general problem of general 
comprehensive planning in the Air Force and not to any one particular 
contract. 

I think this committee is unanimous in its feeling that the Con- 
gress has been thoroughly acquainted with the peril this country has 
been in for a number of years. The Congress has been responsive 
to the requests for money, and particularly is this true in the case 
of the Air Force since all of us realize that our air potential is a first 
line of defense or offense. 

Despite this, we are told that the previous administration took 
action to curtail the Air Force, and that it was this curtailing action 
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which has kept us from growing to the size and strength the people 
of this Nation have a right to expect. I am speaking of the past. 

I was glad to hear that Mr. McCone stated that cuts could be 
made in our Air Force budget without hampering our air strength. 
He also said that the inefficient producers had to be eliminated from 
the procurement program. With that, of course, the committee is 
in agreement. 

Mr. McCone, who was the witness yesterday, would like to clarify 
some statement that he made. Mr. McCone, we will be glad to 


hear you. 


TESTIMONY OF JOHN A. McCONE, FORMER UNDER SECRETARY 
OF THE AIR FORCE—Resumed 


Mr. McConr. Thank you, Mr. Chairman. I tried to be eminently 
fair in my remarks and I think, however, that 1 was perhaps too 
strong in a statement that appears on page 49 of the transcript of 
my testimony, in which I said: 

When I was told about it— 
and this is referring to the Kaiser-Frazer acquisition of the stock in 
the Chase Co.— 

I said I felt it was a distinct violation of the commitments made to Secretary 
Finletter, General Vandenberg, and me. 

I would like to amend that by saying that I thought that it was 
inconsistent with the spirit of the arrangements made with Secretary 
Finletter, General Vandenberg, and me. I do not like to have the 
record appear that the Kaiser Co. violated a commitment which 
might in effect be a violation of a contract or a moral obligation. 

Previously, in commenting on the same subject, I stated that this 
transaction “caused particular embarrassment because it put the 
Kaiser-Frazer Co. where they had a grip on two competitive articles 
and it also violated the spirit of the understanding of Mr. Boutelle 
and Mr. Kaiser” that I just spoke of. 

I think that is a more temperate and proper wording and I would 
like to substitute it if I may. 


The CuarrMan. Certainly. 
Mr. McCong. There is one other point I would like to elaborate on. 


On page 127, in response to a question by Senator Symington, as 
to whether I had heard of any criticism of the Fairchild Co. from the 
standpoint of not helping the other companies build the plane, I 
answered, “No, I have never heard of any criticism which I felt was 
authoritative.” 

In expanding on that, I had been told by representatives of the 
Kaiser-Frazer Co. that there was some dragging of the feet on the 
part of Fairchild in rendering technical assistance to Kaiser- Frazer. 
I have not received from our Air Force representatives at the plant 
or from the Air Materiel Command, or the staff, any statement to 
the effect that Fairchild had in any way failed to fulfill the spirit and 
letter of their contract with the Air Force to render technical assistance 
to the Kaiser-Frazer Co. 

That is why I worded my answer by saying that I had not received 
criticism which I felt was authoritative. The only criticism that my 
office would accept would be that which came through command and 
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staff channels. We would not accept as authoritative a statement of 
any contractor. 

Mr. Anron. Mr. McCone, who made the statements to you in 
reference to what you just explained? Who were the Kaiser-Frazer 
personnel who made the statement to you that things were not going 
all right at the Fairchild plant? 

Mr. McCone. Mr. Edgar Kaiser, president of the Kaiser-Frazer 
Co. 

Mr. Anton. You were talking about a commitment, and now you 
changed it to an arrangement. Could you explain to the committee 
just what those arrangements were? 

Mr. McConer. Yes. Mr. Boutelle, representing the Fairchild Co., 
at the request of Secretary Finletter, met with the Secretary and the 
Chief of Staff and me to discuss the technical-assistance contract 
between Fairchild and Kaiser-Frazer which the Air Force were anxious 
for Fairchild to engage in. 

In that he protested this entire arrangement because he felt that 
the end point would be the absorption of the Fairchild airplane 
manufacturing activities by this company which he looked upon as 
a larger and more powerful company. 

We assured Mr. Boutelle that we were bringing Kaiser-Frazer in 
as a second source; that Kaiser-Frazer would manufacture the Fair- 
child airplane; and that when conditions developed so that we could 
retire to a single source, then we would preserve Fairchild in the 
picture and it would be Kaiser-Frazer that would be removed. 

We went further to say that we could make that commitment 
while we were in office but we could give him assurance that we 
would use such influence as we had at a later time, should we not 
be in office, to see that the commitment was carried out. 

That satisfied Mr. Boutelle. The following day we met with Mr. 
Kaiser and reviewed exactly the same subject. We told him that 
we wanted it distinctly understood that the Kaiser-Frazer Co. was 
being brought in as a second source in the manufacture of the Fair- 
child airplane. It was not to be advertised as a Kaiser airplane, it 
was not to be labeled as a Kaiser-Frazer airplane, it was a Fairchild 
airplane; that he was receiving valuable technical know-how and help 
from the Fairchild Co. and that we wanted him to respect the fact 
that he was being given that assistance, and furthermore that when 
the time came that the two sources were no longer needed or could 
be operated with reasonable economy at both, that it would be Air 
Force policy to remove the Kaiser-Frazer Co. and throw the entire 
production into the Fairchild Co. 

Mr. Anon. You mentioned the fact that this was a meeting between 
Secretary Finletter, General Vandenberg, yourself, and Mr. Boutelle. 
Had you had any prior meetings with Mr. Boutelle? 

Mr. McCons. Yes, I had. 

Mr. Anton. Would you tell the committee about those meetings 
and the first time that Mr. Boutelle approached you? 

Mr. McConr. Mr. Boutelle approached me a few days prior and 
protested this entire transaction, as I stated yesterday, and at the 
same time said that he did not think it was fair to ask—I am not trying 
to quote him, I am trying to give my recollection of the meeting that 
took place over 2 years age—to ask the Fairchild Co. to render 
technical assistance. 
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He furthermore stated that he intended to protest this transaction. 
The meeting became very heated. I would be less than frank with 
you if I did not tell you that. It was because of the unsatisfactory 
conclusion of that meeting that this second meeting was held at which 
time the problems that were worrying the Fairchild Co. were 
thoroughly aired and the commitments made on our part which I 
have just outlined. 

Following that Mr. Boutelle wrote me a letter in which he said that 
the understandings were thoroughly satisfactory, that the Fairchild 
Co. would proceed with the technical assistance contract, and they 
did so. They furthermere employed a Mr. Frizzell, I believe his 
name is, as a vice president and assigned him a staff to handle the 
problem of carrying out this technical assistance contract with 
Kaiser-Frazer. 

Mr. Anton. Prior to the letter that was sent to you by Mr. Boutelle, 
is it not true that following the first meeting he had with you he sent 
you a telegram? Do you have a copy of that telegram? Would you 

please read it? 

Mr. McCone. I am reading it from a reprint of it in your statement 
of our conference on this subject. I do not have the original telegram 
but I imagine this is the correct copy. This is to John McCone, 
Under Secretary of the Air Force: 

In the interests of the successful defense effort my directors and I have decided 
to take whatever steps we can to appeal your decision today delivered to me in 
such a threatening manner. Therefore, it would seem improper for me to meet 
with you tomorrow. Despite our objections, but in order to cause no delay in 
the mass-production program, you have my assurance nothing will be allowed to 
interfere with the cooperation we were requested to give and consented to give 
Mr. Kaiser. These orders have been «arried out under my instructions to the 
letter. We will continue to cooperate with Mr. Kaiser and his people as long as 
they are in the program. I will, of course, meet with Mr. Kaiser tomorrow as 
originally planned. 

It is signed R. S. Boutelle, president of Fairchild. 

Mr. Anron. You answered that? 

Mr. McConn. Yes, I answered that in this way: 

This will acknowledge your telegram of January 3, which I appreciate. A copy 
of the telegram is being transmitted to Secretary Finletter, General Vandenberg, 
and also Generals Chidlaw, Cook, and Wolfe. I regret you feel it would be 
improper to meet with me today as agreed, Since you or your directors obviously 
doubt the wisdom of the decision of the Air Materiel Command and the staff 
and this office in connection with the program for the production of C—119, I 
believe it proper that you make any appeal that you feel appropriate. I shall 
be happy to meet with you to discuss this matter or any other matter of mutual 
interest at any time you desire to drop into the office. 

JoHn McCone. 

Mr. Anton. You indicated yesterday that there was an extreme 
urgency in December 1950 for the procurement of C-119 cargo planes. 
Seven months later, however, the program was phased out, and I 
was just wondering if that extreme urgency had suddenly vanished 
or if it still existed. 

Isn’t it true that the potential mobilization still existed for that 
plane? 

Mr. McConsr. Yes, that is correct. The plane was not phased out. 

Mr. Anron. You explained also that the C-123 was going to take 
its place. Is that the understanding? 

Mr. McConr. No. In the first place the C-119 was not phased 
out but there was a reduction in the total requirement for assault 
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transports. That was the first thing that took place between Decem- 
ber 31, 1950, the date of the A-13 schedule, and sometime in Mayor 
June of 1951 when the next agreed schedule was adopted. 

The reason for that reduction was one of the reprograming that 
revolved largely through the elimination of war reserves. War 
reserves had been included in the early schedules. By “‘ war reserves”’ 
I mean a stockpile of finished articles of sufficient size, sufficient 
quantity, rather, to take care of the estimated attrition losses in the 
early days of the war before production can be stepped up to replace 
the losses. 

That matter of the accumulation of war reserves was considered 
in the spring of 1951 by a committee set up by Secretary Lovett 
consisting of then Under Secretary of the Navy Kimball and Assistant 
Secretary of the Army Vendetsen, and me as the Under Secretary of 
the Air Force. We set out some so-called ground rules for plannin 
purposes and programing purposes, guidelines for the services, aad 
one of the things that we did was to cut down war reserves, feeling 
that we could depend more on the productioa potential rather than 
this sterile business of accumulating planes and putting them in 
mothballs around the country. That accounted for a substantial 
part of the reduction in the requirement of assault transports. 

Also between December 1950 and June 1951 we finally decided that 
the C-119 was not an acceptable article for the assault transport 
mission of the Army, and that in effect split the C-119 requirements 
into two 119’s for certain missions and 123’s for other missions. 

So you had two things occur: You had a reduction in the total 
quantity for various reasons, of which I have mentioned only one, 
and I do not mention the others because I would have to refer to the 
planning papers to do so, and the fact that the requirement was divided 
between two articles. 

Mr. Anton. In your opening statement yesterday you gave as one 
of the reasons why the Chicago facility was not considered as adequate 
for production that the building had deteriorated. Seven months 
later, in June 1951, a decision was made to activate Chicago and put 
Fairchild in as a producer. Would you please explain how that 
decision in June can be reconciled with your statement made in your 
opening statement yesterday? 

Mr. McConz. Yes. It was the only available plant and the 
deterioration we had to face up to, doing such maintenance work and 
repair work as was necessary. Actually there was a substantial 
amount of money programed to be spent in the refurbishing of the 
Chicago plant. I think that the Air Force could supply this com- 
mittee with first the money that was actually spent, and secondly 
that which was anticipated. And it was quite substantial. 

Mr. Anton. Is it not true that management is a consideration 
that the Air Force looks into when it is deciding to award a contract? 

Mr. McCone. Yes. 

Mr. Anton. The subcommittee had prepared for it by the Air 
Force sometime ago a manual on procurement practices and procedures 
Some of the things that have to be done when procuring, on page 57 
of this manual, are as follows: 

Are the present facilities of the firm satisfactory to perform the contract being 


considered for award? Is the present financial stability of the firm sufficient to 
perform the contract being considered for award? 
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I would like to know if these were taken into consideration in this 
contract award in 1950? And if they were, was a record made of these 
and could we have a record of them? 

Mr. McConz. I could go into that. I cannot answer that question 
offhand. I am not familiar with that particular directive. But I am 
sure that representatives of the Air Materiel Command and the staff, 
which the chairman has indicated he is going to call, can answer that 
question much more accurately than I. 

The CuarrMan. Senator Duff? 

Senator Durr. No questions. 

The Cuarrman. Thank you, Mr. McCone. 

Mr. McConz. Thank you, Mr. Chairman. 

The CuHarrMan. We will call next to the stand Gen. Orval R. Cook. 

Will you raise your right hand and solemnly swear that the testi- 
mony you are about to give will be the truth, the whole truth, and 
nothing but the truth, so y help 3 you God? 

General Coox. I do. 


TESTIMONY OF GEN. ORVAL R. COOK 


The CuarrMan. Your full name is what? 

General Coox. Orval R. Cook. 

The CuarrMan. And your rank is what? 

General Coox. I am a lieutenant general, United States Air Force. 

The CHatRMAN. Your assignment is what? 

General Coox. I am presently Deputy Chief of Staff, Materiel, 
United States Air Force. 

The CuarrMan. And your headquarters is here in Washington? 

General Coox. My place of duty is Headquarters, United States 
Air Force, Washington, D. C. 

The CuatrmMan. General Cook, do you know of a facility study in 
the fall of 1950 of Willow Run conducted by the Air Force to deter- 
mine its capability for the production of the C-119 plane, and what 
were the conclusions? 

General Coox. I do not recall the details of that. That was one 
of many studies that were being made at that time for production of 
various aircraft. I do recall that a study was made, 

As I said before, I do not recall the details of the study. 

The CuarrMan. Would a copy of that be available? 

General Coox. I do not know whether a copy is available. 

The Cuarrman. Would you make an effort to see if you can locate 
that and furnish it to the committee? 

General Coox. Yes, sir. 

(The statement referred to is as follows:) 

You have requested a copy of any facilities study made of Willow Run in 
December 1950 for C-119 production. No such study was made because the 
capacity and layout of the plant were completely known to Air Force procure- 
ment and facilities personnel. The plant had, of course, been used for aircraft 
production in World War II and had been under study for some time for mobili- 
zation production of the B—47. 

The Cuarrman. Do you recall any discussions or conferences that 
you may have had with the Air Force personnel regarding the pro- 
duction of the C-119 airplanes prior to December 5, 1950? 

General Coox. No; I do not recall any. 
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The CuarrMan. Between December 5, 1950, and December 15, 
1950, did you institute any studies or investigations regarding the 
utilization of the Willow Run plant? If so will you comment on 
these reports? 

General Coox. I do not recall instituting any investigations re- 
garding the use of the Willow Run plant between—for the C-—119 
production—between the 5th of December 1950 and the 15th of 
December 1950, although it may have been done because, as I have 
stated before, there were many such projects under way at that time. 

The Cuarrman. Did you propose any changes in the C-119 pro- 
duction program during the first 2 weeks of December 1950 whereby 
Willow Run was substituted for a plan to utilize another plant for 
Fairchild? 

General Coox. I do not recall having done so, sir. 

The Caarrman. On November 10, 1950, mobilization plan MA-5 
called for production of the C-119 by Fairchild as a second source at 
Omaha, to reach a peak of 185 planes a month. 

On December 12, 1950, this plan was revised to substitute Kaiser- 
Frazer at Willow Run as a second source for C—119’s. 

Will you tell the committee why that revision was made? 

General Cook. During the consideration of Omaha—the Omaha 
plant, the Government-owned plant at Omaha—for production of 
aircraft, we were continually faced by the fact that part of the plant 
and practically all of the administrative space available there was 
occupied by Headquarters, Strategic Air Command. 

That difficult problem was resolved and it was finally resolved by a 
decision not to move the headquarters of the Strategic Air Command 
at that time. 

One of the considerations, I believe—I am not definite on the dates 
that you mentioned—one of the considerations, as I recall the facts 
at that time, that probably led to the selection of Willow Run was 
that Willow Run was one of the finest aircraft plants in the United 
States as a plant. 

It had been built for the production of aircraft. It had been pur- 
chased by Kaiser and, as I recall the agreements that were made with 
different contractors who had purchased war-time plants with a secur- 
ity clause in the deed, it was that the management of those plants 
would have the right of refusal for any production which would be 
scheduled for those plants. 

The Cuarrman. What factors were taken into consideration when 
a contractor was selected and a contract awarded? And would you 
give them in the order of their importance? 

General Coox. Certain circumstances at the time sometimes change 
the importance of the factors that I am about to enumerate. 

I would like to say that at the time that this matter was being con- 
sidered, there was a great deal of urgency for the Air Force to get 
orders placed for the aircraft that it was to buy, and to get production 
rolling. 

As Director of Procurement and Industrial Planning of the Air 
Materiel Command at the time this was considered, I was very, very 
conscious of the need to expedite production as rapidly as possible. 

I was also cognizant of the fact that proposals were being made in 
the early part of September for the President to declare a state of 
national emergency. 
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That was one of the things that made it apparent to us out there 
that we should not lose any unnecessary time. 

The answer to your question, provided an adequate management 
is available, one of the first things that we considered at that time 
was the availability of adequate facilities to manufacture the prod- 
uct that we needed 

The CHarrMan. You say considering adequate management 
Where does management come in? Management certainly is a factor 

General Cook. It is a very important factor, Mr. Chairman. 

The Crarrman. ‘Where would you put management? 

You put facilities first, do you? 

General Cook. As I said before, that is a very difficult question 
to answer because of the circumstances that exist at the time. 

In some cases | would put management first. In other cases I 
would put facilities first and then depend upon our ability to get 
the management properly organized to get the thing on its feet later 
on, depending on the urgency of the situation. 

The Cuarrman. In this case you put facilities first, is that 

General Coox. I do not recall whether facilities were placed first 
in this. But facilities certainly had an extremely important bearing 
on this decision. 

The Cuarrman. You speak of management. What experience- 
successful experience—did Kaiser-Frazer have in airplane production? 

General Cook. Kaiser-Frazer during part of World War II—I do 
not know whether everyone would agree that it was successful 
Kaiser-Frazer during World War [1—Kaiser did—operate the Brews- 
ter Co. over at Jonesville, Pa. 

The CuarrmMan. What happened to the Brewster Co. after they 
operated it? 

General Coox. I am not familiar with that. 

The CuHarrMan. Do you not think you should have been? Is it 
not a fact that the Brewster Co. went broke after the Kaisers operated 
it? 

Wouldn’t that be a first consideration and that you, as head of the 
Air Materiel Command, should say, “If Kaiser-Frazer’s only exper- 
lence was operating a plant that went broke after they operated i 
certainly that is a factor that should be taken into consideration.”’ 

General Cook. It certainly should be considered, yes, sir. 

The Cuarrman. Then the only experience they had was operating 
Brewster? 

General Cook. No, sir. 

The CuatrMan. What other experience did they have? 

General Coox. They operated another organization called Fleet- 
wing, at Bristol, Pa. 

The CHarrMAN. Was Fleetwings one of their own companies, or did 
they operate it for another corporation? 

General Coox. As I recall it, they purchased the thing outright 
and operated it as one of their own companies. 

The CuatrMan. What kind of planes did they manufacture there? 

General Coox. They did not manufacture aircraft. They manu- 
factured aircraft parts, as I recall it. 

The CuatrmMan. What kind of parts? 

General Coox. Parts for B-17’s, which, as I recall most vividly, 
were one of our leading combat aircraft in World War II. 
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The Cuarrman. How much of a part did they manufacture? 

General Coox. The part of the control surfaces of the B—17 were 
manufactured there, among parts of other aircraft. I do not recall 
all of those but I can get them for the record if you desire. 

The Cuatrman. I would like to get that. 

(The statement referred to is as follows:) 

You asked concerning aircraft parts produced by Fleetwings at Bristol, Pa., 
in World War II. As this work was basically subcontract work for various prime 
contractors, both for the Army Air Corps and the Navy, the Air Force has no 
method of determining the exact nature or volume of this business. Kaiser- 
Frazer Corp. stated to the Air Force in December 1950: 

“At the Kaiser-owned Fleetwings plant at Bristol, Pa., the Kaiser orgenization 
produced wing and control parts, surfaces, and small parts for Corsairs, Avengers 
Flying Fortresses, Havocs, Sea Wolves and Hughes F-11’s. In addition, Fleet- 
wings made hydraulic valves, fuel and oil tanks, half-pontons, pyleus, uelicopters 
and many other aircraft and assemblies which are still confidential. The dollar 
volume of the Fleetwings plant was $73 million.” 

You have also asked concerning the present aircraft production by Fleetwings. 
The name of Fleetwings was changed in September 1949 to Kaiser Metal Prod- 
ucts. This company now has subcontracts with Republic for the aft section of 
the F-84-F and with Glenn L. Martin Co. for B—57 wings. ° 

The CHarrman. What happened to Fleetwing? Is it in existence 
today? 

General Cook. Yes, sir. 

The Cuarrman. Who is running it today? 

General Cook. As I recall, Kaiser. 

The CuarrmMan. What is it used for today? 

General Cook. It is used for the production of aircraft parts today. 

The CuarrMaN. And it is a successful operation so far as you know? 

General Coox. As far as I know, it is a successful operation, produc- 
ing parts for combat aircraft. 

The Cuarrman. Is there any other experience they had, directly 
or indirectly in producing planes? Fleetwing was just for plane parts 
and not the whole plane. Any others? , 

General Cook. | do not recall any at this time. I would have to 
research the records. 

The Cuarrman. If you find any others, we would like to have them; 

(The statement referred to is as follows:) 

I know of no other Kaiser experience in producing aircraft prior to December 
1950. 

The Cuarrman. The committee has received a report that on 
December 15, 1950, you attended a meeting of the Air Materiel Com- 
mand at which it was decided to award the C—119 production contract 
to Kaiser-Frazer as a second source. Will you inform the committee 
who was present at this meeting and what transpired? 

General Coox. This is all from memory, Mr. Chairman. To the 
best of my memory, Mr. McCone, Under Secretary of the Air Force, 
Mr. Zuckert, then Assistant Secretary of the Air Force, General Wolfe, 
Deputy Chief of Staff, Materiel, some additional officers from head- 
quarters, Air Force, I believe General Edwards, who was then Deputy 
Chief of Staff, Operations, was one of the people present, General 
Chidlaw, the commanding general of the Air Materiel Command, 
myself, and several additional officers whose place of duty was the 
Air Materiel Command at Dayton. 

I do not recall all of their names. 
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The CuarrMANn. Concerning this meeting, would you inform the 
committee what recommendations you made concerning the produc- 
tion of C—119’s at Willow Run? 

General Coox. As I recall the occurrences at that meeting, I had 
initially been in favor of producing the C-119, that is using as a 
second source for the C—119 either the Omaha facility or the Chicago 
facility, to be operated by the Fairchild Aircraft Corp. 

At that meeting many things were discussed, many factors bearing 
on this problem were discussed. 

There were many other production problems of aircraft and engines 
discussed at the same meeting, but one of the factors, as I recall it, 
was that the Chicago plant would require the displacement of some 
tenants that were in the plant, that would require considerable 
rehabilitation. 

These tenants could not be removed quickly because one of the 
tenants, as I recall it, was the ATC, or CAA Communications Control 
Center, which could not be removed very rapidly. 

The other one was doubtful as to whether or not the plant could 
support all of the additional production required for the C-119. 

I am a little vague on that one but I believe that was one of the 
considerations, 

The CuarrMan. You personally did not recommend Kaiser- 
Frazer or Willow Run? You were for Chicago or another plant? 

General Cook, I cannot say that I personally did not finally 
recommend that after all these considerations had been brought into 
the problem. 

The CuarrMan, But you went to the meeting for Chicago or some 
other plant? 

General Coox. When I went to the meeting, I went to the meeting 
as I recall it initially for Chicago or some other plant. 

The Cuarrman. You must have had very good reasons for that. 

General Coox. Yes, sir; I believe I did have good reasons. 

The CuarrMan. What would it have cost to rehabilitate this 
Chicago plant which at the time was considered too impossible to 
select, yet 7 months later was selected? 

General Coox. I do not recall that figure but I will procure it and 
furnish it for the record. 

The Cuarrman. I would like to have that. 

(The statement referred to is as follows:) 

There have been several estimates of the expenditure aww to rehabilitate 
the Chicago-Park Ridge facility for C-119 production. A study by Fairchild 
dated June 8, 1951, listed the plant activation cost at $3,164,103. The estimate 
later submitted by Fairchild for renovating the plant in connection with the 
latter facilities contract awarded to Fairchild on August 1, 1951, amounted to 
$1,380,849, which was subsequently increased on an Air Force survey to $2,078,000. 
These costs are exclusive of machinery, equipment, tooling and other such items 
necessary to place the plant into production. 


The Cuarrman. What occurred between the time it was rejected 
as not fit to produce planes, or not being desirable, and a few months 
later it was desirable? 

What occurred? 

General Coox. As I recall the circumstances, that was the only 
thing we had left at the time except Omaha, and we still had the 
problem of Strategic Air Command Headquarters at Omaha. 

The Cuarrman. Mr. Anton? 
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Mr. Anton. Could you estimate what it would cost to rehabilitate 
the Chicago plant? 

General Coox. No, I cannot estimate that, Mr. Anton. The 
plant was built during the war. I am very familiar with it. The 
plant was built during World War II. It had a wooden roof, wooden 
truss construction and it was built of unseasoned or improperly 
seasoned timber at the time it was put up. It has been a constant 
maintenance problem. 

What the cost of rehabilitating would be, 1 am not prepared to 
estimate. 

Mr. Anton. Would you say it would be less than $5 million? 

General Coox. No, sir; I am not prepared to estimate the amount. 

The Chairman. At the meeting did you have Kaiser-Frazer’s 
proposal? 

General Coox. At the meeting of the 15th of December? 

The CHarrMan, Yes. 

General Coox. To the best of my knowledge I did not have. 

The Cuarrman. Did you have their cost estimates? 

General Coox. I did not have. 

The Cuarrman. Then you—I say not you, but the meeting— 
arranged this blindly? 

General Coox. No, sir. 

The CuarrmMan. You had no proposals, no cost estimates, yet you 
went ahead and gave a tremendous contract. 

General Cook. We knew that the Kaiser Co. had had some exper- 
ience in manufacture of aircraft and aircraft parts. We knew that 
they had experience in manufacture. 

We knew the plant. We were very familiar with the plant. We 
knew the floor space, we knew the kind of construction, and we knew 
what its wartime record was as a facility. 

Under Ford operation we also knew what the costs of the C—119 
were at Fairchild and we also knew that we could watch and control 
those. 

The CHarrMaAN. General, you are getting in pretty deep, are you 
not, if you knew what the costs were at Fairchild and we are going 
to develop at this hearing what the costs were at Willow Run? You 
testify now that you could control them. 

I do not want you to get in any deeper than you want to get in. 

General Coox. I am talking of what we thought at the time, what 
we considered we could do at the plant under thet urgent circumstances 
of the times. 

Yae CHarrMaN. Is it the practice for you, General, or for the Air 
Force, to award contracts, major contracts, without having cost esti- 
mates, without having any definite proposals? 

General Cook. Not ordinarily, but during that particular time, 
between June 25, 1950, and early in 1951 to the best of my recollection 
there were several contracts or agreements, commitments, that were 
entered into without full information as to cost. 

The Crarrman. This was entered into without any, was it not? 

General Cook. No, sir. 

The CHatrmMan. Why? You had no proposals, you had no cost 
estimates? 

General Coox. We knew the plant, we knew the aircraft that was 
to be produced there. So we had information, but it was not, as I 
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recall it, from’ Kaiser—it was our own information that we had ac- 
cumulated at Headquarters, Air Materiel Command. 

The CuatrMan. Members of the staff of this committee reported to 
us that in a discussion with you concerning the procurement of planes 
you stated that first you find out if you get the planes, then you deter- 
mine the cost. ‘That is an interesting statement. What do you mean 
by that statement? 

General Coox. In times of emergency we have got to be sure that 
we can get the aircraft first and then of course an extremely important 
consideration is the cost. 

But we are certainly interested in first getting the aircraft. We 
cannot, I do not believe, subordinate the necessity for ammunition or 
aircraft, munitions of war, when we are in an extremely urgent period 
of danger, completely to cost. 

The CuarrMan. General, you state that vou knew what the cost 
should be. What should they have been? We know what they were, 
but what should they have been? 

General Coox. With regard to costs, sir, the distinguished chair- 
man mentioned some costs here yesterday which I understood to be 
offered as comparable costs. 

I do not believe that the facts w ill support those costs as comparable 
costs. So that with the chairman’s permission, I would like to have 
entered into the record by one of our cost experts, Mr. Whipple, the 
basis for comparable costs between Fairchild and Kaiser-Frazer. 

The Cuarrman. General, our intention is to call Mr. Whipple, as 
well as some others. We would like to complete your testimony 
first, and then we will call him. 

General Cook. On this matter of comparable costs, 1 would like to 
defer to Mr. Whipple because he is very familiar with the details of 
the whole thing; and I am not. 

The CuarrMan. For a moment we will not talk about comparisons. 
You say you know what they should have been. What should they 
have been, laying aside comparable costs? 

General Coox. I would have to go back to the record of that time, 
sir. 

The CuarrMan. Will you do that and furnish us that information? 

General Coox. Yes, sir. Mr. Whipple has prepared that infor- 
mation. 

(Statement referred to appears elsewhere in the record.) 

The CuarrMan. On October 23, 1950, you wrote a letter as Chief 
of the Procurement and Industrial Planning in which you recom- 
mended that Fairchild be given a contract to open a facility in Chicago 
on December 1, 1950, as the most reasonable and economical way of 
meeting the requirements of the C-119 in the 95-wing program. 
Was this recommendation made in this letter based on a study of 
available facilities and analysis of their respective merits? 

General Cook. I believe it was, sir, at that time. At that time 
the Willow Run facility was scheduled for production, or we had 
either started or planned to start on a study for production of the 
B-47 airplane at Willow Run. 

The Cuarrman. My general information is that you considered a 
number of plants at that time, and you came up with Chicago as the” 
best of all of them. 
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General Coox. A number of plants were considered at that time, 
but Chicago, sir, was not considered the best of all of them. I would 
say that at that time I recognized that Chicago probably was the 
worst plant of all from the standpoint of facilities, labor availability, 
and so on. But I considered at that time it was the best available 
plant for the production of the C-119. So far as the physical plant 
was concerned I considered it, I can assure you, the worst plant that 
we had. 

The CHarrman. Are you testifying here that you recommended 
the worst plant? 

General Coox. No, sir. I recommended the best available plant, 
the best plant that was available for that production. 

The CHarrMan. You do not mean that it was the worst available 
plant. It was the best available plant but it was a bad plant. 

General Coox. I mean it was the best plant available for that 
particular work at that time but as a plant, both from the standpoint 
of its structure and from the standpoint of its location for labor 
availability, I did not think it was very good. Had I had another 
choice that would have been better from the standpoint of labor 
availability, and structure, I would have picked another. 

The Cuarrman. Now we have the Air Force plant No. 8 at Chicago. 
You cite the advantages: 

Plant size and layout lends itself readily to the plan C-119 production although 
the plant as a whole requires more rehabilitation than Tulsa, Omaha, or Marietta. 
Two, relocation of existent tenant activities would not be serious and it is con- 
sidered that the relocation cost would be considerably less than would be the case 
at Tulsa, Omaha, or Marietta. Three, a fair labor market. 

Now the disadvantages: ‘One, more vulnerable to air attack be- 
cause of the industrialized location than other cities considered.’ 
That is a summary of it. You have not changed your mind on that, 
have you? 

General Cook. I do not think I have. I did not read those details 
before I gave the testimony but I do not think I have changed my 
mind on that. 

The CuarrmMan. What was the compelling reason that caused you 
to change your mind and abandon the C-119 production by Fair- 
child in Chicago between October 23 and December 15? 

General Coox. I do not recall any compelling reason, Mr. Chair- 
man. There was a combination of factors. One reason, one factor 
that entered into it was the desire at that time to get work into 
automobile-producing areas where it was anticipated that there 
would be a sharp decline in employment in normal automobile pro- 
duction, and there was considerable, I will not call it pressure but 
there was considerable urging at the time on the military services to 
place production in areas where labor would be displaced by cutback 
in normal commercial production. 

That was one factor, and I think a rather important one. Another 
factor was the desire—and as I recall it it was one of national policy 
at the time—to broaden the production base so that in going into 
Willow Run we were not only buying an airplane—and I would 
like to emphasize this—we were not oe buying an airplane but we 


were buying insurance to produce additional aircraft in the event 
that the United States became embroiled in a third world war. And 
at that time it did not appear too improbable that the United States 
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would become embroiled in it because, as I say, I knew at the time 
that a declaration of a state of emergency was being prepared for 
the President and I was also informed, I do not believe offic ially, 
but I was informed that it was imminent. 

We were under compulsion to look forward to the possibility of a 
third world war and being adequately prepared for going into it if it 
occurred. So that I would like to emphasize again and repeat that 
we were not only buying an airplane. Had we “been faced with the 
necessity of buying just an airplane at the lowest price that we could 
procure it, we ane not have done it that way. 

The CuarrMAN. You say you were buying insurance? 

General Coox. Yes, sir. 

The CHarrMaNn. It was pretty high-priced insurance, was it not? 

General Coox. It all depends on the point of view, Mr. Chairman, 
whether it is high priced or not. | believe that had a war occurred 
at that time, or shortly afterwards, or within several months after- 
wards, that we would not have considered it high priced at all. It 
probably would have been very cheap insurance. 

The Cuarrman. Members of our staff were advised that a wire 
recording was made at a meeting held at the Air Materiel Command 
in Dayton, Ohio, on December ‘15, 1950. They were also told that 
no transcript was ever made from this recording and that the recording 
cannot now be located. Can you inform the committee how it could 
happen that such an important record could be misplaced or can you 
produce this recording and record it for the committee? 

General Coox. I cannot produce the recording or transcript of the 
meeting. To the best of my recollection the recording equipment 
failed to properly record, and it could not be transcribed for that 
reason. J might say that I have had other, similar experiences. 

The CuarrmMan. When the letter of intent contract was awarded to 
Kaiser-Frazer on December 20, 1950, for 134 C-119 airplanes, is it 
true that a fixed-price contract was contemplated? 

General Cook. We contemplated a modified fixed price form of 
contract at that time and that modified fixed-price contract is one in 
which, after the contractor has performed a certain part of the work 
called for, a redetermination of the price is made by audit of his 
records and by assessment of his performance, and then from that 
point forward it becomes a fixed-price contract. As I recall the 
circumstances, particularly in view of the fact that we were appre- 
hensive that all of the automotive companies and other companies 
which produced commercial articles ordinarily were being brought 
into this program and might possibly load some ove thead—that could 
not be strictly allocated to aircraft production—on to our production 
contracts, we decided to make this a cost-plus-a-fixed-fee type of 
contract in order that we could watch the costs more closely. 

The CuarnMan. What do you mean by ‘‘cost-plus-fixed-fee’’? 
Just for the record. 

General Coox. The contractor agrees to—we estimate what the 
cost of the end items should be, and an agreement is arrived at between 
the contractor and the Government as to what the estimated price 
will be on which to base a fee, and then a fixed fee is agreed upon to 
apply to those estimated costs. He may perform at a lower cost than 
the estimated cost, or he may perform at a higher cost than the 
estimated cost. But the fee is fixed and cannot be changed unless the 





66 AIRCRAFT PROCUREMENT 


work to be performed under the contract is changed, and then the fee 
is changed. It is not a cost plus a percentage of the cost type of 
contract which is illegal. 

The CuarrMan. General, what is a letter of intent contract? Will 
you explain that? 

General Coox. A letter of intent was used and is occasionally 
used in order to enable the contractor to get started after it is decided 
that the work will be done by a certain contractor. It is to enable a 
contractor to get started on engineering, plant preparation, tool 
design, and matters of that kind while definitive estimates are being 
prepared for negotiation of the definitive contract. 

The CHarrMan. General, here is a document entitled “Findings 
and Determinations” which was signed by you on February 27, 1951. 
Would you please verify this to be your findings and determinations 
with regard to the award of the C-119 contract to Kaiser-Frazer? 

General Coox. This is mine. 

The CuHarrman. When was the letter of intent contract amended 
to provide for a cost-plus-fixed-fee contract? 

General Coox. The letter contract was amended, according to my 
records, on the 25th of January 1951. 

The CHarrmMan. Under what authority was the Kaiser-Frazer 
letter of intent amended on January 25, 1951, to provide for cost- 
plus-a-fixed-fee contract when your findings and determinations were 
not issued until February 27, 1951? ' 

General Coox. It probably was done under my authority at that 
time to carry out Mr. MeCone’s admonition concerning the possible 
loading of costs. That is the only reason that I can give for that. 
At that time we were not able to make our paperwork keep up with 
our decisions. 

The Cuarrman. In your findings and determinations to support a 
cost-plus-a-fixed-fee contract for producing the C-119 at Willow Run 
you indicate that the contract would cover 176 C—119’s at an estimated 
cost of $82,225,896. On what basis did you arrive at the estimate 
which is equivalent to $467,000 per plane? 

General Cook. As I recall it, that estimate was based upon 
Fairchild’s costs. 

The CaarrmMan. In your findings and determinations to support 
a cost-plus-fixed-fee contract for producing the C-119’s at Willow 
Run you also state the cost of performing this work cannot at this 
time be forecast with a reasonable degree of accuracy. How do you 
reconcile this statement with the estimated cost figure which you 
cite in the previous paragraph? 

General Coox. As I previously stated, sir, that as I recall it was a 
budget figure based upon Fairchild costs. I might say that we 
anticipated that the Kaiser costs would be higher. This was a budget 
cost. We anticipated that the Kaiser costs would be higher for many 
reasons which Mr. Whipple will bring out in his detailed testimony to 
you later. 

The CuarrMan. Is it not true that in September of 1951, 24 C-119’s 
were added to the Kaiser-Frazer letter of intent contract at an 
estimated total cost of $17,106,200, or equivalent to $713,000 per 
plane? 

General Cook. I do not recall that amendment. 

The CHarrman. The committee has in its possession a purchase 
request No. 55039 which is signed by Mark E. Bradley, Jr., Brigadier 
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General, Acting Director of Procurement and Industrial Planning, 
which verifies the statement preceding the question which I asked. 
In other words, the costs even from your department are moving 
Till rapidly upward from the $467,000 per plane, and in the pure hase 

order signed by General Bradle y for the 24 additional C-119’s the 
cost has | gone up to $713,000 per plane. 


fee 


of 


lly . ve ; 
‘ed In other words, it is moving very rapidly up. In view of the fact 
Da that Koiser-Frazer was supposedly being phased out of the C-119 
ool program commencing June 1951, what were the reasons for ordering 
ng 24 additional planes in September 1951? 

General Coox. I cannot give you the reasons. I might speculate 
org but it would be pure speculation. I think that I had better defer 
1. to—— 
ns The CHarRMAN. Who could tell us that, General? 

General Coox. I believe either Mr. Whipple or General Bradley 

could tell you that. 
| The CHAIRMAN. Is it not true that the contract for Kaiser-Frazer 
for producing the C-119 was not finally definitized and approved for 
Ly 200 planes until May 17, 1952? 
; General Coox. As I recall it, that is true. 
or (The document referred to above is as follows:) 
t~ FEBRUARY 27, 1951. 
re FINDINGS AND DETERMINATION 


The USAF proposes to enter into a contract with Kaiser-Frazer Corp. on a 
ut cost-plus-a-fixed-fee basis covering procurement of 155 C-119C aircraft for the 


le Air Foree, and 21 C-119C aircraft for MDAP, including spare parts, special 

tools, and ground handling equipment, data and tooling, at an estimated cost 
t. of $82,225,896, chargeable to fiscal year 1951 funds, projects 113, 121, and 133. 
h I hereby find that present conditions warrant the use of a cost-plus-a-fixed-fee 

contract in connection with the procurement of airplanes, spare parts, special 
§ tools, and ground handling equipment, data and tooling. This is the first pro- 

duction contract covering airplanes from this contr actor and due to the con- 
o templated increase in production to a peak rate of 250 airplanes per month, the 
d cost of performing said work cannot at this time be forecast with a reasonable 
e degree of accuracy. 


I therefore determine that such method of contracting is likely to be less 
costly than other methods due to the unknowns involved in this procurement. 
. This determination is authorized by section 4 (b) of the Armed Services 
Procurement Act of 1947, Public Law 413, 80th Congress. 


b Orvat R, Cook, 

r Major General, USAF, 

; Director, Procurement and Industrial Planning. 

The CxHarrMaANn. Under section 3, paragraph 408, procurement 

regulation of 1947, amended as of June 1, 1950, it is required that a 
contract for procurement shall be definitized as soon as possible after 

the issuance of a letter of intent. Do you consider 18 months ‘as 

) soon as possible” within the meaning of the term? 


: General Cook. Yes, sir; 1 do. That may be—— 

The CuarrMan. May I point out, General, that the letter or con- 
tract, or letter of intent under the revised rules, revised to June 1, 
1950, says ‘The letter, contract, or letter of intent shall be super- 
seded as soon as possible by a final definitive contract.”’ 

General Coox. Yes, sir. 

The Cuairman. Do you consider 18 months ‘as soon as possible’’? 

General Coox. In some cases 18 months is as soon as possible, 
because on entering into an arrangement where we are not certain of 
what the costs are going to be, and are anxious to proceed on as busi- 
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nesslike a basis as possible, combined with a reluctance on the part of 
contractors occasionally to agree on a fee or a target rate of profit 
that we do not agree with, our negotiations sometimes cover months. 
We do not blindly accept the contractor’s—seldom, if ever—accept 
blindly the contractor’s initial offer as to what he will perform for. 
We never do, blindly. 

The Cuarrman. Under the definitized contract of May 17, 1952, 
for the purchase of 200 C-119’s and spares from Kaiser-Frazer, is it 
not true that the total amount allocated to this contract was 
$180,437 ,399, or an equivalent of $902,000 per plane? 

General Coox. I would have to refer to the record to verify that, 
Mr. Chairman. 

The Cuarrman. The cost is going up. It started at $467,000 on 
September 1951, then $713,000, and now, on May 17, 1952, it is 
$902,000. Is it not true that subsequent to May 17, 1952, the number 
of C-119’s to be purchased from Kaiser-Frazer was reduced from 200 
to 159, without any reduction in the total amount of money allocated 
under the contract? 

General Coox. I do not know the answer to that question, Mr. 
Chairman. I would have to refer to the record. 

The Cuarrman. I will ask Mr. Anton to read that in. 

Mr. Anton. You said that as far as the amount was concerned— 
this is a copy of the contract—under “amount allotted” the amount 
is for 200 C-119 airplanes and spare parts, $180,437,399. 

The Cnrarrman. Is it not true that the total amount allocated 
under the Kaiser-Frazer C-119 contract was increased again on 
December 4, 1952, to $198,722,204? 

General Coox. It could be, and I would like to say at this point, 
if I may, that frequently the amounts on such contracts are increased 
or decreased and independently of the number of aircraft that may 
appear on the contract. Those increases and decreases can be charged 
to changes in spare parts requirements or other work to be done 
under the contract separate from the production and assembly of the 
airframe itself. 

The Cuarrman. At the present time the staff members of this com- 
mittee have informed the committee that they, in turn, have been 
told that Mr. Edgar Kaiser has made a request of the Air Force for 
the addition of $10 million to the Kaiser-Frazer C-119 contract, mak- 
ing a total of $208 million if granted. In your opinion if this amount 
is granted will it be sufficient to complete the contract for the 159 
airplanes? 

General Coox. I am not qualified at this point to answer that 
question, sir. 

The Cuarrman. Mr. Anton? 

Mr. Anton. I have here a letter addressed to the commanding 
eneral, Air Materiel Command, Wright-Patterson Air Force Base, 
rom S. A. Gerard, vice president of Willys Motors, Inc., which is the 

new name for Kaiser Manufacturing Corp. In this letter he states: 

Supplementing our letter of April 3, 1953, reference (a) above, we submit 
herewith in accordance with clause 8 (d) of subject contract a new estimate of 
total expenditures to be made thereunder. 

As you know, under the provisions of a contract, once 75 percent of the 
costs are incurred by the contractor he has 30 days within which to 
submit new estimates in which to increase the allotted amount of the 
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rt of , ‘ 
rofit contract. If he does not do that he will not be paid any more than 
iths he is allotted under the agreed contract. Evidently at this point, 
cept May 8, 1953, the contractor had incurred 75 percent of $198,240,655. 
for. Therefore it was incumbent upon him to make these estimates for 


additional funds, or else he would have had to build these 159 planes 


952 for $198 million. 
; This is a copy of the estimate which was sent to the commanding 


a general at Wright-Patterson. The total asked for is $208,595,966. 

The question that I think the committee would be interested in—and 

hat I merely want to point this out—is this: take two items in this. One 

, is direct labor. ‘This direct labor cost, prior to May 8, under the most 

) on recent change order that the Air Force has agreed to under the con- 

t is tract, amounts to $20 million. ‘The estimate provided by the Kaiser- 

ber Frazer Corp. here to complete this contract now as of May 8 is $23 

200 million. That means that there is an additional $3 million which 
ted they need to finish the contract. 

The incurred cost as of April 30, under this contract, is $17 million. 

Vir. That leaves $6 million under which the contractor feels he can finish 


this contract. At the present moment his current rate is running at 
$1 million per month. Do you feel that he can possibly come within 
this direct labor estimate which he is now proposing? 

General Coox. The question you have asked me can be more 


oa authoritatively answered by Mr. Whipple, who is familiar with those 

ted figures. I am not familiar with those figures. I understand that that 

on proposal is under study by the Air Materiel Command and that would 
not under normal circumstances reach me at all. 

nt, The Cuarrman. The committee will take it up with Mr. Whipple. 

ed Mr. Anton. One more thing: The estimated cost for factory bur- 

ay den, as indicated in this letter, under the latest change order agreed 

ed to by the Air Force, is $62 million. The contractor is now asking, as 

ne of May 8, 1953, for $79 million in order to complete this contract. 

ha The incurred cost as of April 30 is some $46 million. The average 
is running around $3 million a month. That leaves $32 million. 

n- That indicates that he estimates that possibly in the next 10 months 

mn he can finish the contract under that figure. 

or The CuarrMan. We will take it up when Mr. Whipple gets here. 


™ Mr. Rhodes? 
Mr. Ruopes. General Cook, when did you go to AMC? 


e _ General Coox. As I recall the date, I reported to the Air Materiel 
Command on the 21st of July, 1948. 

at Mr. Ruopses. I believe at that time you were director of procure- 
ment and industrial mobilization planning, Air Materiel Command. 
Was that your initial job? 

o General Cook. No, sir, it was not. I had been sent out there as a 


. deputy director of procurement and industrial planning but I never 


: assumed that duty. I assumed the duty of director—I did not as- 
3: sume the duty at that time—I did assume the duty as director of 
| procurement and industrial planning in September of 1949. I do not 
. recall the exact date. 


Mr. Ruopss. This biographical information was submitted to us by 
the Air Force and shows that shortly after your arrival at Dayton you 
- became deputy to the commanding general for operations. Is that 
correct? 

, General Coox. That is correct. 
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Mr. Ruopszs. Generally speaking were you not familiar with the 
fact that the Air Force had for a considerable period of time been 
sending teams around the country to do planning surveys of available 
plants? 

General Coox. Oh, yes. 

Mr. Ruopszs. I take it that your understanding of the potential of 
these plants to produce came from that source, “and that you were 
quite familiar with it. 

General Coox. No, it didn’t come from that source. I was per- 
sonally familiar with practically all of the aircraft plants that produced 
aircraft during World War II because during that time I was chief of 
the production division of the Air Materiel Command and I visited all 
these plants on one or more occasions. Several of them many times 
during that period. 

Mr. Ruopes. You were then thoroughly familiar with the produc- 
tion capacity? 

General Coox. I was personally familiar with the plant layouts in 
most cases, the type of structure and the type of labor they had, and 
so forth. 

Mr. Ruopes. General Cook, I believe you were here yesterday. 

General Coox. Yes, sir. 

Mr. Ruopges. Were you present during the time the chairman, 
Senator Bridges, was questioning Mr. McCone about the activities 
which followed the December 5 luncheon meeting, at which time he 
first became interested, he said, in the Kaiser-Frazer Corp. as a pro- 
ducer of aircraft? When did you first learn that they were going to 
be phased into the C-119 program? 

General Coox. I do not recall the exact date that I first learned 
about it. I do not recall the exact date. It was as near as I can recall 
on or about or after the 15th of December. 

Mr. Ruopgs. Between the 5th and the 15th of December you had 
no knowledge then that there was any consideration? 

General Coox. I do not recall. TI may have had. At that time 
we frequently discussed these problems by telephone, personal visits, 
and as I say, there were many other problems being considered at 
that time. This was just one of many. My memory is not that good. 

Mr. Ruopes. It may be that I misunderstood you. I believe you 
said that at the December 15 meeting that took place in Dayton that 
the die was pretty well cast to go ahead and use the Kaiser-Frazer 
Corp. to manufacture C-119’s. Is this not correct? 

General Coox. Yes, at that meeting. But you asked me whether 
any discussions had been held. 

Mr. Ruopes. I wondered had you been forewarned prior to this 
meeting. 

General Coox. I do not recall that I was. But I may have dis- 
cussed it with someone before that. 

Mr. Ruopes. But you had not written Willow Run out of your 
mind entirely, because you had considered it for other use? 

General Coox. Oh, yes. It was one of the best aircraft plants 
that we had during the war and still, as a structure, as a plant, is one 
of the best we have. 

Mr. Ruopzs. At the meeting it was then decided that the Kaiser- 
Frazer Corp. would be brought into the C-119 program and there- 
after I believe it was Mr. McCone’s testimony—correct me if this is 
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not the case—that on December 20 the letter of intent was prepared 
which in effect gave them the contract to produce C119 aircraft? 
yeneral Coox. It started them out, yes. 

Mr. Ruopes. Following this you are familiar with the testimony 
of Mr. McCone and also I assume that you are familiar with the 
memorandum which he prepared of January 5, 1951, is that true? 

General Coox. I am familiar with that. 

Mr. Ruopes. Did this have the force and effect of a directive, 
would you say? 

General Cook. Yes. 

Mr. Ruopes. To you at the Air Materiel Command? 

General Cook, Yes. 

Mr. Ruopes. You look on this as a directive? 

General Coox. I most certainly did. 

Mr. Ruopes. To above all things watch costs on these contracts? 

General Cook. Yes, sir, 

Mr. Ruopszs. I believe also—and correct me if this is not the case— 
in rating personnel, one of the factors you consider is their ability to 
watch costs, is that not true? 

General Coox. That is correct. 

Mr. Ruopes. How long has that been in effect as a requisite for 
rating? 

General Coox. I do not recall the exact date. I would have to go 
back to the records. 

Mr. Ruopes. But it has been a long time. 

General Cook. It has been for several years; yes, sir. 

Mr. Ruopss. So there is no question about the fact that everyone 
knew that cost consciousness was a guiding principle at that time? 

General Coox. That is correct. 

Mr. Ruopes. And thereafter I assume you set up, as deputy, or 
someone in AMC set up a means of controlling costs, or watching 
costs; is that true? 

General Coox. We had means of watching and controlling costs, 
yes. We have had for a long, long time. 

Mr. Ruopes. I understand. Would you briefly describe the system 
which was established whereby costs were watched? 

General Coox. The system that was established for watching costs 
did not stem from the change in the officers’ effectiveness report at 
all. It was started years before that. 

Mr. Ruopes. I did not*mean that. It is in principle. 

General Coox. Yes. The Air Materiel Command is set up as a 
business organization on a business—it is a business-type organization 
although it is operated by a military service. We have cost analysts, 
competent cost analysts to analyze costs. We have auditors, auditors 
independent from the Air Materiel Command organization, but the 
services of the auditors are utilized to see that costs incurred are 
properly charged. 

They also are utilized to call to the attention occasionally of the 
contracting personnel what they may consider improper charges to 
see whether or not something could be done about correcting what 
they consider improper charges. They are not always correct, I 
mean in determining whether or not a charge is an improper charge 
or not. 
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But it is their duty to bring to the attention of the operating and 
surveillance people, to determine whether charges are improper. As 
to our contract-administration people and district officers, we have 
districts that administer contracts after they are negotiated by the 
Air Materiel Command. 

The inspectors are charged also with seeing that the services that 
are procured are delivered as specified. They are charged with seeing 
that we get what we pay for. In other words, if the dollar is used 
efficiently insofar as possible, watching for loafing in the plant, misuse 
of materiel. 

We have procedures for watching the contractors scrap rate, 
watching the utilization of people under CPFF. There are a lot of 
details connected with it. If you would like a statement of that we 
can make it available. 

Mr. Ruopss. There is no indecision in your mind about the fact 
that you had the ability to watch costs? 

General Coox. Not at all. 

Mr. Ruopegs. Is there any indecision in your mind about the func- 
tioning of that system to sound a warning at the proper levels when 
these things begin to get out of hand? 

General Coox. I would say that in all cases it bas not worked as 
well as I would have liked to see it work. That gets into something 
that this committee is not concerned with, but it gets into the problem 
of qualified people. 

Up to the 25th of June 1950, the Air Materiel Command was 
engaged in the process of reducing its procurement personnel and 
we had gotten our procurement and related administrative personnel 
down to what I considered at the time a dangerously low figure, and 
in the succeeding months that force had to be built up. 

We were not always able to get the qualified people that we wanted 
and needed to do the job. No reflection on the people that we bave 
at all, but they had not had experience in that particular game. 

Mr. Ruopes. The system was good, there was not inability on the 
part of those people to report and there was a review system up 
above along the line? 

General Coox. That is correct. 

Mr. Ruopes. Regardless of whether these people were good or bad 
reporters, the reports would travel forward through the system? 

General Coox. They would, provided they always knew what to 
report and how to report it. : 

Mr. Ruopes. I would like to recall to your mind some answers 
which you gave to Senator Bridges earlier. In the matter of previous 
experience of the Kaiser-Frazer Corp., I believe you indicated to him 
that they had had some experience, but I believe I am correct in 

interpreting that they had never had any assembly experience. 

General Coox. They had assembly experience. 

Mr. Ruopes. On this type of aircraft? 

General Coox. No; not on this type of aircraft. I believe it was 
a fighter aircraft during World War II. 

Mr. Ruoprs. Comparable experience, would you say? 

General Coox. It was experience that should qualify them to be 
informed on some of the problems that they would encounter in 
aircraft production. 


a 
; 
4 
5 
§ 
' 
g 
4 
2 


i 


ea aeee ieee e* 


ow lO ted 





Mr. |] 
countec 
Gene 
Mr. | 
15 mee 
Gene 
Mr. 
questio 
Gent 
any in! 
we ha 
with ir 
it was 
time | 
Comm 
Mr. 
child ¢ 
Gen 
Mr. 
about 
to a p 
Gel 
Willo 
plant, 
time. 
urgen 
laid « 
just ¢ 
situa’ 
Th 
Sel 
quest 
C-11 
so th 
cost- 
chan 
lette 
that 
in Vv 
follo 
Jv 

in it 
thar 
G 
Flar 
aud! 
proc 
cont 
S. 

and 
Me 

G 

S 

late 

C 





and 
As 
lave 
the 


that 
eing 
ised 
suse 


ate, 
t of 
we 


Fact 


ne- 
hen 


as 
ing 
em 


vas 
nd 
nel 
nd 


ed 
ve 


he 
up 





AIRCRAFT PROCUREMENT 73 


Mr. Ruopes. They had a smattering of experience which you 
counted in your estimate when you sat at the December 15 meeting? 

General Cook. Yes. 

Mr. Ruopes. I believe you said that you went into the December 
15 meeting with Fairchild costs in hand, right? 

General Coox. No; I didn’t mean to give that impression. 

Mr. Ruopps. I believe you answered Senator Bridges on a similar 
question, and I think—— 

General Coox. The meeting was held at headquarters, AMC. If 
any information was needed in the meeting as the meeting developed, 
we had people available at headquarters, Air Materiel Command, 
with information that they could bring into the meeting at any time 
it was needed. As I recall it that was an unusual procedure at that 
time but we had Fairchild costs available there at Air Materiel 
Command. 

Mr. Ruopzs. That was your yardstick, in other words, the Fair- 
child costs were your yardstick? 

General Cook. Yes, sir. 

Mr. Ruopss. I believe you said that you had some misgivings 
about the use of Willow Run in the matter of management, in response 
to a previous question this morning. 

General Coox. My misgiving, as I recall it, about the use of 
Willow Run, was the business of having a mixed production in the 
plant, automobiles and airplanes being built in the plant at the same 
time. But because of the fact as I said there was a great deal of 
urgency to place work in areas where automobile workers would be 
laid off, I probably considered that that was more important than 
just an ideal production situation. It was not an ideal production 
situation in my view. 

The Cuarrman. Senator Flanders? 

Senator Ftanprers. General, I would like to go back to an earlier 
question. The question was “Isn’t it true that the Kaiser-Frazer 
C-119 letter of intent contract was amended on January 25, 1951, 
so that instead of a fixed-price incentive contract it contemplated a 

cost-plus-a-fixed-fee type of contract?’ If 1 understood you the 
change was made in part at least under the influence of Mr. McCone’s 
letter asking for strict supervision of overhead costs and other things 
that might get out of line. That puzzled me a little bit, particularly 
in view of your subsequent testimony as to your organization for 
following through costs. 

Just why was it possible to follow those costs and correct inequities 
in it on a cost-plus-a-fixed-fee type of contract in any better way 
than on a fixed-price incentive contract? 

General Cook. On a cost-plus-a-fixed-fee type of contract, Senator 
Flanders, we have many more people in the plant. - We have resident 
auditors watching the assignment of allocations of cost. We have 
procedures for watching the operation of the contractor under the 
contract more closely than we have in any fixed-price type of contract. 

Senator FLanprers. Would you not have installed those auditors 
and watchers in any event in response to the directive of Secretary 
McCone? 

General Coox. Not in the plant; no, sir. 

Senator FLanpers. | rather get the impression from what you said 
later that you had a pretty good cost following team anyway? 

General Coox. Yes, sir. 
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Senator FLaANpERs. And you would not have felt justified in putting 
in the same sort of controls on this fixed-price contract in spite of 
that directive from Mr. McCone unless you had changed the contract? 

General Coox. Under the fixed-price type of contract, Senator 
Flanders, we would have watched the performance of the contractor 
much more closely, but our ability to get into his books would not 
have been as good under the fixed-price type of contract as it would 
on the CPFF type where the auditors get daily looks at what is 
going on. 

Senator FLanprErs. You feel there would be legal restrictions in the 
way of your following the same supervision? 

General Coox. I would not say the same legal restrictions, but I 
think it would be perhaps more correct to say there were procedural 
restrictions. 

Senator FLanpers. It does seem, offhand, a little strange to me 
that that directive should have required a change in the type of con- 
tract, that is, it does not appear readily and quickly to anyone that 
that would be the natural result of that directive. 

General Coox. | certainly did not mean to imply that that directive 
required us to go to a cost-plus-a-fixed-fee type of contract. It was 
one of the things which, as I recall it, influenced that decision at the 
time. 

Senator FLanpers. Is it not true that you have full access to the 
accounts, the costs and so forth at Fairchild? 

General Coox. It is true. 

Senator FLanpers. Could you not have had the same degree of 
access to the Kaiser-Frazer account? 

General Cook. Yes, sir; we could have, but all of Fairchild’s costs— 
Fairchild is occupying a Government-owned plant and their work is 
all for the Government in that plant. It is easier to get hold of their 
costs there than it would be in a mixed operation such as the operation 
at Kaiser-Frazer. 

Senator Fianpers. Although the mixed operation needs closer 
looking at? 

General Coox. It needs closer looking at; yes, sir. 

The CuHarrMan. Senator Duff? 

Senator Durr. General, under your method of keeping tab from 
time to time on rising costs, is there any place along the line where you 
would feel it necessary to stop the whole operation as a result of that 
manufacturing cost as in this case, where apparently there has been 
a tab every time the estimated cost has risen over the previous 
estimates? 

General Coox. I am not prepared to say that the costs have been 
constantly rising. I believe 

Senator Durr. I mean on the basis of the statements that we have 
before us. 

General Coox. It may be true on the basis of some of the state- 
ments that had previously been made but I am not prepared to say 
that the costs were constantly rising. I believe that that will be 

developed, whether they were or not, in later testimony. 

Senator Durr. Of course my question is based upon the assumption 
that the figures that we have are a correct statement of what those 
costs were from time to time. 
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General Coox. Those figures, Senator Duff, I do not believe in my 
opinion can be used factually for direct comparison. We have 
some—the Air Force has some figures that will be presented in later 
testimony on cost estimates. 

The CuarrMan. You do not deny the figures are accurate, do you. 
General? 

General Coox. I do not deny that the figures are accurate, but 
there are many ways in which those figures could have been arrived 
at, and I will give some examples. In the first place, as I stated in 
my earlier testimony, at Willow Run we were not only buying air- 
craft, we were buying insurance. Therefore we expected to pay more 
for the aircraft that were produced in that plant than we would pay 
for aircraft that were produced in another Government-owned plant 
at Fairchild where the operating conditions were very efficient, that 
is the plant was being used almost to its maximum capacity. Costs 
can be taken at different periods on the learning curve. 

The CHarrmMan. General Cook, because of the time element and 
because of meetings which both Senator Flanders and Senator Duff 
have to attend besides the chairman having to handle an appropria- 
tions bill on the floor of the Senate this afternoon and opening the 
Senate for the Vice President, which requires me to get there about 12, 
we would recess at this time and call you back at 10 o’clock tomorrow 
morning, if that is convenient for you, sir. 

General Cook. Yes, sir. 

The CuHarrMaNn. We will recess until 10 o’clock tomorrow morning, 

(Whereupon, at 11:45 a. m., the committee adjourned, to reconvene 


at 10 a. m., Thursday, June 4, 1953.) 
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THURSDAY, JUNE 4, 1953 


Unrrep States SENATE, 
PREPAREDNESS SUBCOMMITTEE No. 1, 
ARMED Services CoMMITTEE, 
Washington, D. C. 

The subcommittee met, pursuant to adjournment, at 10 a. m., in 
room 212, Senate Office Building, Washington, D. C., Senator Styles 
Bridges (chairman) presiding. 

Present: Senators Bridges (presiding), Duff, Byrd, and Symington. 

Also present: Fred Rhodes, chief counsel; James Anton, special 
counsel; and Harold M. Devlin, accountant. 

The CHatrMan. The committee will come to order. As indicated 
at the close of our session yesterday, we have asked General Orval 
Cook, Deputy Chief of Staff, Materiel, Air Force, to appear before us 
again today to complete his testimony, and to answer some additional 
questions which his testimony of yesterday raised. 

There is one point of the proceedings of yesterday which I feel 
that I must comment on at this time. It was developed that on 
December 15, 1950 a very important meeting took place at the Head- 
quarters of the Air Materiel Command. It was at this meeting that 
the decision was made that a contract would be given to the Kaiser- 
Frazer Corp. to build C-119 planes. 

This meeting was felt. to be of such importance that a wire record- 
ing was made. General Cook, who had participated in this meeting, 
stated that to the best of his recollection the recording equipment 
had failed, and that no transcript was made of the meeting. He said 
that he was unable to produce the recording or a transcript of the 
meeting. 

Since no one minimized the importance of the meeting, and it 
can be assumed that the failure of the recording device was soon 
discovered, it seems to me to be almost incredible that some record 
was not made of the meeting when the events were clear in the minds 
of all the participants. Certainly someone could have, and I would 
like to say, should have made a record of what took place at this 
gathering. 

I was interested to note that the meeting was held, and a decision 
was reached to award a contract without the benefit of cost estimates 
or a contract proposal from the contractor. Later cost determinations 
were computed from Fairchild costs, although General Cook stated 
that he knew that the Kaiser-Frazer costs would exceed those of the 
Fairchild Corp. 

He stated that the Air Force was buying something in addition to 
C-119 planes—they were buying insurance. Let me repeat my com- 
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ment that this is very costly insurance. At this point it should be 
noted that this insurance did not provide the Government with the 
productive capacity of a full plant—Willow Run. It gave the Gov- 
ernment a part of the productive capacity of Willow Run. 

General Cook described this as a mixed operation. I take this to 
mean that automobiles and planes were being produced at the same 
time. General Cook seemed to have some doubts about the work- 
ability of such a plan. 

In these hearings we always seem to be returning to the matter of 
costs. Yesterday in the hearings at several points totals were read to 
General Cook of the money which had been allocated to the Kaiser- 
Frazer contract. These figures came from the Air Force. 

By the simple procedure of dividing the number of planes into the 
total amount of money allocated estimates were gained as to what 
these planes were costing. General Cook repeatedly referred these 
questions to the fiscal people for verification of the totals. 

In response to a question from Senator Duff, General Cook, referring 
to the growing total sums of money said: “I am not prepared to say 
that the costs have been censtantly rising.”’ Let me point out that 
these Air Force figures certainly indicate that it is costing us more 
money that was iitially programed for this purpose and we are 
getting fewer planes. 

In order to avoid any confusion, I feel that some clarification should 
be made of the C-119 and the C-123 airplanes and their respective 
missions. The C-119 airplane was developed by Fairchild Corp. 
in 1945. Its function is to carry troops and/or large, bulky or heavy 
freight considerable distances. 

The C-123 airplane was designed by the Chase Aircraft Co. It is 
a plane considerably smaller in size than the C-119 and it is designed 
to carry troops and cargo to bases somewhat forward of those which 
could be used by the C-119. 

Before we go on with this, the chairman received a letter this 
morning from the Henry J. Kaiser Co., from Chad F. Calhoun, vice 
president, asking that the letter, because it pertinently refers to state- 
ments made yesterday, be read into the record this morning. 

In order to be fair, the committee is so doing. It is addressed to 
the committee, and myself as chairman: 


At the hearing of your subcommittee this morning, when General Cook was 
appearing as a witness, there was a strong implication left that our aircraft 
manufacturing experience prior to the C—119 contract did not amount to much 
and that one of the companies had gone broke. 

The actual fact is that we took over the operation of the Brewster Aeronautical 
during World War II at the request of the Navy, increased production from 4 
Corsair Navy fighter planes to a monthly production of 123, and sharply reduced 
man-hours and costs per plane. It is a record of which we are all extremely 
proud, and for which we were highly commended by top Government officials. 
We did this as a patriotic service at no fee. We had no interest in the company, 
which had been taken over by the Navy, and we continued to produce the Corsair 
planes until the Navy canceled out toward the end of the war. 

Also, while our Fleetwings Co. (now Kaiser Metal Products) did not produce 
planes in production quantity (Fleetwings did produce some experimental planes), 
it did, nevertheless, produce a tremendous amount of major component assemblies 
for Corsairs, Avengers, B—17’s, Havoes, and the Hughes F-11. 

I am attaching copies of statements made by us in affidavit form last year 


covering the wartime production of our management period of Brewster Aero- 
nautical and of our Fleetwings production. 
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I wish to request that in order that the matter of our prior experience be clarified 
in your committee hearings, that this letter and its attachments be read into the 
committee record at the hearings tomorrow morning. 

Yours sincerely, 
Henry J. Kartser Co. 
By Cuan F. CaLtnoun. 


I have read the letter and I will make the letter and the attachments 
a part of the record. 
(The attachments referred to are as follows:) 
JuNE 3, 1953. 
BREWSTER 


The following are the facts concerning the Kaiser operation of Brewster Aero- 
nautical Corp. during World War IT: 

The material below is from an affidavit signed by Henry J. Kaiser, Edgar F. 
Kaiser, E. E. Trefethen, and Chad F. Calhoun, prepared in answer to charges 
made May, 1952, by Congressman O’Konski. This affidavit was incorporated 
in a speech made in the House of Representatives June 17, 1952, by Representa- 
tive James Morrison of Louisinna and appears at pages 7759 et seq. in the Con- 
gressional Record for that day. 

Kaiser donated management of Brewster free to the Government; Corsair 
production was multiplied 30 times; man-hours were cut to one-third of the 
starting figure and debts were reduced 50 percent. 

In 1943, Kaiser was asked by the Navy and the Government, specifically by 
the Under Secretary of the Navy, James Forrestal, to help rescue Brewster 
Aeronautical Corp., which at that time was described as “the scandalous crazy 
house of United States war production.” 

For more than 18 months prior to the time that Kaiser help was sought, 
Brewster Corp., in which the Navy had invested millions of dollars, was con- 
sidered the Navy’s prime production headache. Seven different managers had 
resigned, and chaotic labor-management relations had brought about a congres- 
sional investigation. 

In more than 1 year under previous managements, the Brewster Corp. had 
produced only 8 Corsair fighting planes, vitally needed by the Navy. 

Kaiser initially declined the Navy’s request to take over the management, 
but Henry Kaiser did agree to become chairman of the board, and on March 16, 
1943, assumed the office. Within 6 months Navy officials requested that Mr. 
Kaiser assume a more direct control of Brewster and take over the active man- 
agement. 

On October 7, 1943, Henry Kaiser yielded to an urgent appeal from Navy 
Department officials to become president of Brewster Corp. and brought in his 
own staff. Two weeks later, the Kaiser organization staked its reputation in a 
pledge to the House Naval Affairs Subcommittee that he would boost Brewster 
production many times over. 

We ironed out labor-management strife, dissolved a strike threat that hung 
over Brewster, reduced the number of employees, cut down the number of man- 
hours per plane, reduced the cost of each plane to the Navy, and—most im- 
portant—increased plane production tremendously. 


Kaiser’s production record at Brewster 

The September 1943 production record under the old management at Brewster 
was 4 Corsair fighter planes. 

Under the Kaiser staff, the delivery record was as follows: 


1943: 1944: 
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1 Plant was reorganized this month, 


In September 1943, prior to the time Kaiser took over, the man-hour record 
per plane was 24,000. 

In October, after Kaiser assumed control, the figure was dropped to about 
20,000; in March 1944, it was decreased to 10,000; and in May, to 8,000, or one- 
third that achieved before he took over. 
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From October 1943, to May 17, 1944, personnel was reduced from 21,500 to 
11,500—nearly a 50-percent cut—and yet plane production steadily increased 
as shown above. 

During the 7 months that Kaiser managed Brewster, executive and adminis- 
trative payrolls were reduced by approximately $2,750,000 a year, and a Navy- 
guaranteed bank loan to Brewster was reduced from $50 million to $25 million. 

During these 7 months, in addition to the production of Corsairs, existing 
contracts with Holland and Great Britain for other types of planes also were 
fulfilled. 

By May 1944, the monthly rate of production at Brewster was stabilized at 
approximately 120 planes—a standard acceptable to the Navy Department—and 
Mr. Kaiser asked to be relieved. 

Kaiser refused any fee or profit from the Brewster operations, which were 
undertaken only as a public service to the country. 

Charles E. Wilson, Chairman of the World War II Aircraft Production Board, 
wired Kaiser as follows at different times on records established at Brewster: 

February 3, 1944: “The Aircraft Production Board is pleased to note that you 
met your January schedule, and looks forward with confidence to your ability to 
sustain this achievement in future months.” 

March 3, 1944: “The Aircraft Production Board notes with pride that our 
confidence in your company’s ability to meet your February schedule has been 
wholeheartedly proven as indicated by your fine production record for that 
month.” 

April 1, 1944: “The Aircraft Production Board recognizes your steady record 
of sustained production in recent months and congratulates you for your new 
high in March.” 

May 3, 1944: ‘‘For your April on-schedule performance the Aircraft Production 
Board extends its congratulations.” 

Other commendations were received from the Under Secretary of the Navy, 
James Forrestal, and Artemus Gates, the Assistant Secretary of the Navy for 
Air, as follows: 

James Forrestal, Under Secretary of the Navy, wrote Henry Kaiser March 14, 
1944: “We are deeply appreciative of the patriotic task which you and the other 
members of the board of directors and operating committee have undertaken in 
improving production at Brewster. For the past several months the rate of pro- 
duction of Corsairs at Brewster has steadily increased and there is every indication 
that further improvement in production would be made under the present manage- 
ment.” 

Artemus L. Gates, Assistant Secretary of the Navy for Air, wrote Henry 
Kaiser May 17, 1944: “I would like to thank you for the fine work which you 
have done at Brewster and the very real contribution you have made to the war 
effort. You may be sure that the Navy Department is very appreciative of the 
task performed by you.” 





FLEETWINGS 


The following are the facts concerning the Kaiser operation of Fleetwings, Inc. : 

The material below is from an affidavit signed by Henry J. Kaiser, Edgar F. 
Kaiser, E. E. Trefethen, and Chad F. Calhoun prepared in answer to charges 
made May 1952 by Congressman O’Konski. This affidavit was incorporated in 
a speech made in the House of Representatives June 17, 1952, by Representative 
James Morrison of Louisiana and appears at pages 7559, et seq. in the Congres- 
sional Record for that day. 

Kaiser Fleetwings (former Kaiser Cargo, Inc.) was purchased in 1943 and at 
that time was operating two plants producing component parts for wartime 
airplanes. 

These parts were supplied for the World War II Corsairs, Avengers, B-17 
Flying Fortresses, Havocs, Seawolf, and Hughes F-11. This company also made 
hydraulic valves for aircraft. In addition, it made various experimental air- 
craft, including a confidential experimental dive bomber, experimental helicopter, 
several experimental planes, and a secret radio-controlled flying bomb. All told 
the company built over $73 million worth of aircraft parts and components 
during World War II. 

The plants operated by Fleetwings were never constructed, tooled, or laid out 
for the production of entire airplanes in quantity, but were established and 
operated primarily to provide the component parts, such as wings, fuselage 
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) to sections, tail sections, ete., under subcontract for the types of planes men- 
sed tioned above. 
‘e After the end of the war, when wartime plane procurement was drastically 
inis- cut back, the company reconverted to peacetime production. It manufactured 
tVy- commercial articles for General Electric; Sears, Roebuck; Kaiser-Frazer, and 
ion. other companies. In addition, during the postwar years, it did classified work 
ting for the United States Navy. 
vere The company is now owned jointly by the Kaiser interests and Sears, Roebuck. 
In addition to producing automobile doors and deck lids for Kaiser-Frazer, 
l at it also manufactures bathroom and kitchen equipment for Sears, Roebuck. 
and Some time ago, the name of the company was changed to Kaiser Metal Products, 
Ine. 
vere The stockholders of Kaiser Metal Products have invested and advanced cash 
in the aggregate amount of $10,490,000, all of which remains in the company as 
ard, of this date. In addition, the company, with the cooperation of the stockholders, 
arranged for a $4,500,000 bond issue for private placement in 1949. The common 
you stock of Kaiser Metal Products, Inc. is owned approximately 40 percent by Sears, 
r to Roebuck and 60 percent by Henry J. Kaiser Co. There are no other stockholders, 
In 1943 an RFC 10-year loan for $1 million at 4 percent interest was obtained. 
our This loan was paid off in full in 2 years and 9 months. 
een In addition to the nonmilitary items which the company produces, it currently 
hat has under subcontract two very substantial aircraft component programs; namely 
a subcontract with Martin Aircraft for the production of wings for the Canberra 
ord jet and a subcontract for major component parts for the Republic F—84—F jet. 
Low The Kaiser Fleetwings Co. under Kaiser management in World War tI re- 
‘ ceived praise and commendations from the Army Air Corps for its production 
ion records and was awarded the “E’’ many times. One of the major reasons that 
this company was selected to provide the wings for the important Canberra jet 
VY; and the tail sections for the outstanding Republic F-84-F was the record of 
for achievement it made in such aircraft component production during World 
14 War II. 
her The CuarrmMan. General Cook, will you come forward please? 
in 
al TESTIMONY OF LT. GEN. ORVAL R. COOK, DEPUTY CHIEF OF STAFF, 
Ze- MATERIEL, UNITED STATES AIR FORCE—Resumed 
ry The CuHarrmMan. The Air Force, General Cook, had a facilities 
” contract with Kaiser-Frazer in the amount of $8,450,000, including 
he $935,745 of overhead in addition to the regular supply contract for 


C-119’s. Will you explain to the committee what this facilities 
contract covers? 


General Cook. Mr. Chairman, I do not have the facilities contract 
‘a before me. However, in a facilities contract of this nature, I can 
FE | only tell you what they generally cover. They generally cover plant 
es rearrangement where a contractor has to move machinery out that 
in he has in the plant. They cover production equipment, machine 
ve tools and sometimes rehabilitation. 
: | The CuarrMan. Is it not also true that the Air Force has furnished 
at to the Kaiser-Frazer Co. tools of a value of $3,547,987 out of the Air 
1e Force tool reserve for which the Air Force received no income? 
7 General Coox. I am not familiar with the exact dollar value of 
~ the machine tools that have been furnished to the Kaiser-Frazer 
r- Corp. in connection with the production of the C-119 aircraft. I 
r, do know that tools were furnished from the Air Force machine tool 
. reserve which is a practice that has been followed with many, many 
7 other corporations, including General Motors and others. 
it The CHarrmMan. This committee has an estimate from the Air 
d : Force that the Fairchild plane costs approximated $265,000, is that 


e true? 
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General Coox. On costs, I am not prepared to say what the exact 
cost of the Fairchild plane is today. 

Senator Symineton, Would the Chairman yield? 

The CuarrMan. Yes. 

Senator Symrneron. I do not think that was the question, was it? 
The question that the chairman asked was about the Fairchild costs. 
Do you not roughly know what that is, General Cook? 

General Coox. I know that that figure has been used. 

Senator Syminetron. Have you not any record in the Air Force 
what the cost of the airplane is? 

General Cook. Yes, sir; I have that record. 

Senator Symincron. But you d> not know what it is this morning? 

General Coox. I do not know definitely what it is now. That cost 
sounds to me as though it is the cost of the airplane, the airframe, 
exclusive of tooling and other costs that are generally associated with 
the aircraft. 

Senator Symineron. Mr. Chairman, may I ask another question? 

The Crarrman. Certainly. 

Senator Symrneton. I am sorry I was not here yesterday but the 
Appropriations Committee had a hearing on the Air Force, and I 
attended that. Somebody told me that yesterday you talked about 
the cost of the plane from an insurance standpoint. 

General Cook. Yes, sir. 

Senator Symincron. Would you mind describing that? 

General Coox. During the period between June 25, 1950, and even 
as late as now, the Air Force has been following what we have been 
told is a national policy in preparing a broad base from which increased 
and accelerated production could take place in the event of war; that 
we were not only engaged in modernizing an Air Force in being but 
we are also preparing for the eventuality of war. We did that in 
many cases by providing excess capacity, tooling of a quality that was 
greater than would be required to produce just the number of aircraft 
that were ordered; tooling that could be expanded to produce aircraft 
engines and other equipment at a higher rate than ordered. 

Senator Symrincton. When you placed an order with Fairchild you 
knew roughly what that additional cost would be, did you not? In 
other words, the excess cost over the Fairchild cost when you placed 
the order with Kaiser-Frazer? 

General Coox. We thought we knew roughly what it would be. 

Senator Symineton. What did you think it was? 

General Coox. I would have to go into the record. 

Senator Symincton. Mr. Chairman, may I suggest that be made 
part of the record? 

The Cuarrman. Certainly. 

(Statement referred to appears elsewhere in the record.) 

Senator Symineron. Would you not want to examine at least 
periodicaliy the difference between that estimated additional cost to 
take care of the points you made and the actual cost? 

General Cook. Yes, sir. 

Senator Symrneton. Do you.know what that difference is? 

General Coox. That can be furnished you later on, Senator Syming- 
ton. I do not have that at my fingertips. 

Senator Symincron. May we have that put in the record also? 

The Cuarrman. Certainly. 
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Senator Symineron. Thank you. 

(Statement referred to appears elsewhere in the record.) 

The CuatrMan. Mr. Anton? 

Mr. Anton. General Cook, on at least 20 different occasions in your 
testimony of yesterday, in response to questioning, you replied as 
follows: “I do not recall,” “I do not know,” “It may be so,” “I am 
not qualified to answer.’”’ When asked about an important meeting 
which resulted in an expenditure of some quarter of a billion dollars, 
you said “I cannot remember much about this.’””, When asked about 
an admitted vital study, you said “I do not recall.’’ When asked 
about an important amount concerning a contract, you said “I will 
have to look at the record.” 

When asked about the allotments of vast sums of money, you said 
“Tt may beso.” The answers to these questions are in the documents 
in the possession of your office, and many of them are now in the 
hands of able counsel sitting on your left. Is able counsel advising 
you to say “I do not recall’, “I do not know’, “It may be so”, 
and “I am unqualified to answer’’, or is this an attempt to hold this 
committee up to ridicule? 

Mr. Chairman, this is a letter from the Secretary of the Air Force 
wherein he points out to you: 

It is my understanding, as set forth in your release— 
and so forth— 
that the fullest cooperation will be given to the committee. 

The CuarrMan. Mr. Talbott, the Secretary of Air, says: 

Senator Bridges, in reply to your letter of May 26 I want to assure you that 
you will have the full cooperation in the forthcoming hearings to be held by your 
Preparedness Subcommittee No. 1 

He goes on to say that he wants to assist the committee in a con- 
tinuing and effective manner. In other words, General Cook, the 
committee feels that you are head of a very important branch of the 
Air Force and it is a very important part of defense spending how the 
Air Force money is spent. 

We feel that if there were any individual in the Air Force that we 
could turn to for expert answers and a thorough knowledge you would 
be the one. The committee, in examining the record, is disappointed 
that you have exhibited a lack of knowledge of the information we seek, 
or an unwillingness to give it. We would like to have as positive 
answers in the future as we can. 

Since the spare parts for the C-119 planes produced at Willow Run 
were also supplied by Fairchild Corp., can you tell the committee why 
the fee to Kaiser-Frazer was not adjusted and reduced accordingly? 

General Cook. No, sir; I cannot tell you that, without referring to 
the records. 

The CuarrMan. Will you refer to the records and furnish that to the 
Committee? 

General Cook. Yes, sir. 

(Statement referred to is as follows:) 

It is not clear from the question raised as to whether the committee desires in- 
formation in regard to priming parts furnished under the technical assistance 
agreement or ‘‘spare parts’”’ as stated in the transcript. Accordingly, the following 
statement covers both situations. 


At the time of the first negotiation with Kaiser for 200 airplanes, the costs of 14 
ship sets, priming parts, and assemblies were excluded from the Kaiser estimated 
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cost price. Therefore, no fee was computed on this amount by reason of the fact 
that it was never included in the estimated cost. 

Subsequent to this time it became necessary to increase the total quantity of 
priming parts so as to cover the next block of Kaiser-Frazer airplanes, namely 
shop sequence numbers 15 through 30. Since this did not represent a 100 percent 

rime, Kaiser’s fee was not immediately reduced until it could be determined 
rom exhibits to the Fairchild technical assistance agreement what parts were 
actually furnished and in what quantity. This was determined by early May 
1953, and negotiations with the contractor took place at Headquarters, Air 
Materiel Command, on or about May 20 which resulted in an agreement to reduce 
the Kaiser fixed fee by some $40,000 to reflect the work deleted. 

There will be some small additional quantity of selected parts beyond ship 30 
which will be furnished by Fairchild under technical assistance agreement and 
the Kaiser contract fee reduction necessitated by this action will be determined 
on the same basis as was the reduction for parts assistance on the ships 15-330. 

In regard to spare parts, there have been from time to time transfers of spares 
requirements from Kaiser to Fairchild, but during the same time period, addi- 
tional funds were allotted to both contracts to allow provisioning (i. e., deter- 
mination of individual items and quantities thereof) of higher percentages of 
spare parts to meet projected support requirements for these airplanes in service. 
There was no change in fee on the contract since spare parts moneys are made 
as a bulk allotment and the individual arrangements of pricing are not established 
until the items and quantities are selected by a provisioning team. After pro- 
visioning, the contractor submits a priced spare parts exhibit at which time the 
bulk allotted moneys are utilized as required for this purpose and the actual spare 
parts exhibit is broken down by estimated cost and proportional fixed fee. Since 
only bulk allotments of moneys were removed from one contract and applied to 
the other and no transfer of actual spares orders as reported by contract exhibits, 
there has been no requirement or justification for changing the fee on the Kaiser 
contract. 


The Cuarrman. Can you tell the committee how many second- 
source contracts the Air Force has awarded for the production of 
airplanes? 

General Coox. I can enumerate some of them. I cannot tell you 
the exact number. The B-47, produced by Boeing, has a second and 
third source. The F-84, produced by Republic, was a second source. 

Those are the only two in which another contractor other than the 
prime design contractor that I recall at this time—other than the 
prime design contractor—manufactures in another plant. 

There is a second source for fighter airplanes manufactured by 
North American, which they operate at Columbus, Ohio. 

The CHarrMan. They operate themselves? 

General Coox. They operate themselves; yes, sir. 

The Cuarrman. The B-47 and F-84 are the only two separate 
contractors operating and building planes? 

General Coox. There is another one: Canadair is also building the 
F-86, which is a North American production, and they are in Canada. 
And Canadian Car Foundry, I believe, is building the T-34, which 
is a Beech. 

The CuarrMan. Let’s take the B-47, which is a jet bomber, and the 
F-84, a modern fighter plane of the combat type. 

What were the dates when the second sources were established for 
these? 

General Coox. May I ask the Chairman to please read that ques- 
tion again? 

The Cuarrman. The B-47 and F-84, which you referred to, where 
second sources had been established, what the committee would like 
to know is, since they are vital combat planes, on what dates did you 
create second sources for those types of planes? 
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General Cook. May I refer to the record for that information? 

The CHarrMaAn. Certainly. 

General Cook. I will furnish it to you later. 

The CuHarrMaNn. Can you not recall that? Don’t you know, General 
Cook? What we want to establish here is; was the contract which you 
awarded to Kaiser-Frazer for cargo planes the first second source, or 
an early second source, as compared to these combat fighter and 
bomber planes which were so vitally needed? 

Which did you do first? 

General Coox. My recollection, and this is purely from memory, 
is that the B—47 was decided upon first. 

That may, however, beinerror. I would have to consult the records 
for that. . 

The CHaArrMAN. Our information indicates—and you can furnish 
it for the record—that it was after the C—119. 

General Cook. I will have to furnish that. 

(The statement referred to follows:) 

You have asked on what dates the Air Force created second sources for the 
B-47 and F-84. There were two second sources established for the B-47. A 
contract was awarded to Douglas on December 28, 1950, for production of B-47’s 
at Tulsa, and a contract was awarded to Lockheed on March 26, 1951, for B-47’s 
to be produced at Marietta. Facilities contracts to support these two second 
sources were dated January 11 and February 4, 1951, respectively. A second 
source for the F—84 was established by contract dated December 22, 1950, awarded 
to General Motors for production at Kansas City. 

On January 4, 1951, a contract was awarded to North American for production 
of F-86’s at a second plant to be operated by North American. 

It is apparent from this information that the entire second source structure for 
the B-47, F-84, F-86, and C-119 was established contemporaneously as part of 
the base-broadening program. 

The CuarrMan. That is something that is interesting that we should 
be in such a vast hurry to award these second-source contracts for 
cargo planes even before we established a second source for insurance 
on the most vital bomber and fighter combat planes that we had. 

Do you recall how quickly we approved second sources for B-47’s 
and F-—84’s? 

General Coox. I do not, sir. As I stated yesterday, Mr. Chairman, 
there were a great number of different planes being considered at this 
particular time, and it is impossible for me to recall from memory all 
the details of all those planes without going into the record. 

The CuarrmMan. The point that the committee is interested in is 
the jet bomber, the B-47. Here is a modern jet fighter, the F-84, 
vitally needed in combat. 

We are in a desperate situation. Suppose we were attacked. You 
say you went into the C-119’s for insurance—that was one of your 
principal reasons. 

Did you need insurance so badly on a cargo plane or did you need 
it on the most vital fighting planes that we have? Our records show 
that your hurry was in awarding the contract for cargo planes, and not 
in the fighting or combat types. 

It certainly makes a very interesting story as to the course of the 
Air Force in awarding contracts. Whether you were prodded into it 
or whether you did it on your own judgment or the combined judgment 
of the group that worked with you on that situation. We would like 
the records on that developed. 
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I am sorry that you are not familiar with them so that you could 
furnish them to us at this time. 

Do you consider that the policy of broadening the industrial base 
required the creation of second sources even though costs at the second 
source might be five or more times greater than they were at the 
primary source? 

General Cook. In discussing costs again, sir; the starting costs of 
production on aircraft we know are always higher than the costs that 
are achieved much later in a program. 

I do not recall the exact figures but I believe that the original costs 
of the first few aircraft that were delivered to us by Fairchild were in 
the neighborhood of two or three million dollars apiece. 

Therefore, you have got to take the same point on the learner’s 
curve at each plant and you have to consider what the loading of the 
floorspace is; the capacity of the tools and tooling, in order to get a 
direct comparison. 

Senator Durr. May I ask a question? 

The Cuarrman. Certainly, Senator Duff. 

Senator Durr. Would not the experience of the one place be avail- 
able for the next place when they were in the learner’s condition, so 
that the second place would not have to go through all the mistakes 
and experiences and experiments that the first did when they were 
making their setup? 

General Coox. That is only partially true, Senator Duff; the people 
themselves who do the work with their hands have to be trained to 
do it. The supervisory people also have to be trained. That takes 
time, and it costs money. 

It may be that by hindsight this business of difference in cost does 
look too great. But at the time that this project was initiated, we 
had requirements for a much larger number of aircraft to be produced 
than we have today. 

The CHarrMAN. Senator Symington? 

Senator Symrnetron. Presumably a lot of this information, all of 
this information has been asked, and you will find the answers and 
submit them for the record. 

General Cook. Yes, sir. 

Senator Symincron. You might make a graph showing the costs 
of the Fairchild plane per numbers, and the cost of the Kaiser-Frazer 
per numbers. 

General Coox. That can be done. 

Senator Symineron. From what we understand, the cost of the 
Kaiser-Frazer articles appear to be against the normal concept of the 
learner’s curve. The costs seem to be going up instead of down. Do 
you happen to know about that? 

General Cook. I cannot give you definite figures, Senator Syming- 
ton, but I do know that the estimates—from looking over some figures, 
I do know that the estimates have risen recently. 

Senator Syminetron. Have you seen any evidence that the Fairchild 
people have not cooperated with Kaiser-Frazer? 

General Coox. I have not personally seen any evidence that they 
have not. 

Senator Syminetron. What do you mean by “personally”? 

General Coox. To my personal knowledge. I have heard rumors 
that they did not, but they are just purely rumors. 
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Senator Symineron. You had no complaint made to you by the 
Kaiser-Frazer people? 

General Cook. I did have a complaint; yes, sir. 

Senator Symineron. Who made it? 

General Cook. I believe it was Mr. Edgar Kaiser. 

Senator Symineron. What was the nature of it? 

General Coox. The nature of the complaint, as I recall it, was that 
they had not gotten engineering information when they required it 
in order to complete their tooling. 

But at the time, in all justice to Fairchild, I must say that at the 
time Mr. Kaiser, as I recall it, said that he did not think that that 
was too unusual because of normal difficulties of communication 
between the engineering department of one company and the engi- 
neering department of another. And this is an unusual situation. 

Senator Symineron. Did the Air Force investigate that? 

General Cook. I believe it did. 

Senator Symineton. Was a request made to Fairchild that more 
cooperation or faster cooperation should be given to Kaiser-Frazer? 

General Coox. To the best of my knowledge a request was made. 

Senator Symineron. If that is true, and this is the point of my 
question, if that is true and there was that type of cooperation, would 
it not be a less costly operation from the standpoint of your design 
and tool engineering and shop practices? 

They had all that for nothing and would not have to learn it. 
Therefore, would you not expect that the cost of the Kaiser-Frazer 
plane would be less per unit than the Fairchild plane? 

General Coox. No, because, under the circumstances [I do not 
believe that would be true because I believe that most of the initial 
engineering on the C—119 aircraft had already been amortized in Fair- 
child costs. 

[ am not certain about that. 

Senator Symineron. You would show that in your learning curve 
graph. You would show the cost while it was being amortized and 
you would show the cost after it was amortized and then you would 

also show the recognized additional cost that you felt would be in- 
cide ntal to starting a new plane in a hurry and so forth, that you 
mentioned as one of the reasons why the cost would be higher. 

What I think the committee would like to know is whether or not 
the estimates, the original estimates of the higher costs, first, the 
justification for them, whether or not the original estimates were far 
exceeded by Kaiser-Frazer in the operation which is the rumor that 
we heat 

General Coox. May I read some information that I have prepared 
on that subject? This is a recitation of some factors which are causing 
higher costs for C-119 airplanes procured from Kaiser—Frazer, and on 
the same type procured from Fairchild. 

Senator Symineron. General, I would like to interrupt before 
you read that, you would have to ask the chairman if it is satisfactory 
to read it. Secondly, the point is not whether the costs were higher. 
I think that there has been justification in the testimony that the costs 
could be higher. The question is whether the amount of the height 
means that a good job was done, or a poor job was done. 
| In other words, what the chairman has been trying to find out, and 
the counsel, as I have been following it, is whether or not the Kaiser- 
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Frazer Co. stuck to what you though the cost would be, or whether 
there was a wasteful operation beyond what that estimate was—or 
poor operation would be a better word. I can see why it would be 
higher, but the question is should it be 5 times as high, or 6 times as 
high, whatever the differential is. Is that not the question, General? 

General Cook. I believe it is. 

Senator Symineron. If you have anything to show why it is that 
much higher then I suggest that you give it. If you have not, I sug- 
gest you file anything that you have for the record. 

General Coox. I believe that this statement that I have can 
answer some of those questions. 

The CuHarrMan. How long is it, General? 

General Cook. It is about three and a quarter pages. 

The CuarrMan. We will see if it is pertinent. Go ahead and start. 

General Coox. I believe it is pertinent. The Kaiser-Frazer direct 
labor man-hours per airplane are over three times as great due to the 
fact that they do not have the benefit of learning curve experience 
which Fairchild has gained on the continuance and repetitive manu- 
facture of over 500 equivalent airplanes of the same model. This is 
not a peculiarity of Kaiser-Frazer but would exhibit itself to sub- 
stantially the same degree with any new manufacturer. 

The CHarrman. Can you cite other manufacturers that it has 
applied to? 

General Cook. Yes, sir. 

The CHarrMan. Which ones? 

General Coox. It has applied to the F-84F in Kansas City; it has 
applied to Lockhead at Marietta on the B47. 

The CuarrMan. Labor costs have run three times as much on the 
F-84? Is that what you said? 

General Cook. No, sir. 

The CuarrmMan. What did you say? 

General Coox. I said this is not a peculiarity of Kaiser-Frazer but 
would exhibit itself to substantially the same degree with any new 
manufacturer. 

The Cuarrman. I understood you to say that the labor curve on 
Kaiser-Frazer was three times that of Fairchild. Is that what you 
said? 

General Coox. The direct labor manhours per airplane, that is 
what I said; yes, sir. 

The Cuarrman, I asked you if there were any other companies 
where the direct labor hours would equal that. You said the F-84. 

General Coox. No, sir. I am not sure that they would be three 
times. I thought what you were referring to was the next statement 
that I made, that this is not a peculiarity of Kaiser-Frazer. 

The Cuarrman. That would be true of anything. On something 
new the costs might be slightly more. It is hard to visualize going 
into three times the cost of labor. 

General Coox. The variation is especially marked in comparing 
the producer with Fairchild, whose current direct hours per pound of 
airframe weight are one of the lowest in the industry. When com- 
pared to current industry averages of comparable production incre- 
ments, the Kaiser-Frazer direct manhours are not excessive. 

The Cuarrman. That is quite a statement, General. 
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General Cook. It is the direct man-hours at the beginning of the 
contract compared to the 500-plane direct man-hour accumulation 
that I am talking about, sir. 

The CuarrMaANn. Why is the cost, every time wé get a picture of the 
cost, going higher as the months go on and the costs mounting, if you 
are talking about it as it applies only at the start? 

General Coox. The Kaiser company had just produced a few air- 
planes on this contract and they really are at the beginning of the con- 
tract as compared to Fairchild who had been manufacturing the same 
airplane for a considerable period of time. 

The Cuatrman. How much money have we paid Kaiser-Frazer to 
date if they are just starting? You say they produced a few planes. 


The contract is roughly 24% years old. I would like to know, if they 


just started in and produced a few planes, how much money the 
United States Government paid them. 

General Coox. As of the 30th of April 1953, according to our 
records, incurred costs, which represent payments made, were 
$150,363 ,058. 

The Cuarrman. That is a lot of money to pay somebody who is just 
starting a contract and who has just produced a few planes, is it not, 
General? 

General Coox. That is. 

The CuarrMan. This committee is interested in the Air Force part 
of this. The Air Force is responsible for the spending of the money. 
We are having hearings before another committee, a subcommittee, 
which is part of the committee that the chairman of this committee 
is also chairman of, and that we will have to pass on, as to whether 
or not the Air Force budget is a tight budget. 

If the Air Force itself is not a responsible organization for the 
expenditure of money, the Appropriations Committee of the United 
States Senate, which holds the pursestrings in this thing, has to look 
over the Air Force budget very much more carefully and we cannot 
go too much on faith. In other words, the Kaiser costs are high, 
in my judgment, but after all, the Air Force approved it and we are 
dealing with the Air Force, are we not? 

General Cook. Yes, sir. 

The Cuarrman. The Senate of the United States has nothing to 
do directly with Kaiser-Frazer. We have to turn to you as our agents 
in dispensing this money to protect our interests, and therefore we 
have to have the frank, straight answers from you and we have to 
see that you are handling the taxpayers’ money which we appropriate 
in a manner in which we get the most planes for the least dollars 
possible. 

That is really the objective of this hearing, to see whether we are 
getting production of the defense items as far as airplane procurement 
is concerned for the least dollars. Are we getting a dollar’s worth of 
defense for a dollar spent? Therefore, we have to point pretty directly 
to you and your associates in this respect. 

Mr. Anton. General Cook, as of April 30, 1953, can you tell the 
committee how many planes have been accepted by the Air Force? 

General Coox. Forty-four airplanes, I am told. 

Mr. Anton. The committee has information that to produce those 
44 airplanes the number of man-hours it took to do that at the Kaiser- 
Frazer plant is four-million-five-hundred-thousand-some man-hours. 
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Fairchild, on the other hand, we have information, has produced 
412 airplanes for 13,933,000 man-hours. What is interesting about 
this is that at this point the contract at Kaiser-Frazer is about one- 
third through. Is that not right? About one-fourth through? 

General Coox. That is so far as deliveries of aircraft, it is. “But on 
man-hours expended it is much more than one-fourth through. It 
has to be, or the contractor will not be able to complete delivery of the 
completed aircraft in the next year. 

The CHAarrMAN. General, I want to go back to some questions 
Senator Symington asked you. He asked you if you had ever heard 
of any complaints by Kaiser-Frazer against Fairchild. You said you 
heard rumors. Later you said that Edgar Kaiser had complained 
to you directly. That was more than a rumor, was it not? 

General Coox. Yes, sir. I had’ heard rumors before Mr. Kaiser 
came to me. I had heard rumors of it. 

The CuHarrman. Did you ever see the letter from the Kaiser- 
Frazer people complaining about it? 

General Cook. I would have to go through my records at the time. 

Mr. Anron. Did you ever receive any telegrams or written messages 
from Kaiser-Frazer complaining about Fairchild? 

General Coox. I may have but I would have to go through the 
records to verify that. 

The Caarrman. Would you, and see if you received any written 
or formal complaint? 

General Coox. Yes, sir. 

(The statement referred to is as follows:) 

You have asked whether I ever received a written complaint by Kaiser-Frazer 
against Fairchild for lack of cooperation. I recall no such written complaint, 
and a search of our files fails to indicate that I ever received any written complaint. 

The Cuarrman. When Edgar Kaiser complained to you, he did it 
verbally, I understand? 

General Coox. As | understand, he did; yes, sir. 

The CuarrMan. Proceed. 

General Cook. Kaiser-Frazer special tooling which is sufficient to 
support the originally planned production rate at Willow Run of 
almost four times the Fairchild current rate is fully amortized over the 
initial contract quantity, which is normal Air Force procurement prac- 
tice. 

This means, however, that each airplane’s cost from Kaiser-Frazer 
includes over $130,000 for special tools. Had Kaiser-Frazer not been 
phased-out of C-119 production and the originally planned large 
follow-on quantities of over 1,000 airplanes been procured, there 
would be no further charges for tooling. This condition exists now 
with Fairchild, who have charged off all project tool acquisition costs 
on previously completed contracts. 

The basic manufacturing plan, process planning, flow sequence and 
supporting machine tool requirements in Willow Run were established 
and physically implemented when the required production goal was 
to establish manufacturing conditions to support optimum production 
at a rate of 93 airplanes per month. 

Such an expanded layout with production support operations estab- 
lished for high rate production suffers very adversely in regard to pro- 
duction overhead when operated at a small percentage of capacity so 
that the unit cost of each article produced at low rate bears a shop 
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burden charge of much higher values than would be experienced at 
shop load factors more nearly approaching saturation. 

Fairchild by comparison has a mobilization capacity of only 35 
airplanes per month, is geared to a basic manufacturing plan for rates 
even lower than this, and operates in a total plant area of about 40 
percent of the floor space devoted to C-119’s alone in Willow Run. 

The Kaiser-Frazer organization, at all levels, was to a large degree 
unfamiliar with the arts and skills peculiar to the production of 
aircraft. The unit cost of each of the relatively small quantity of 
C-119’s on order includes a significant, but perhaps not directly 
assessable, cost incurred for training that organization to build 
airplanes. 

It is emphasized that this conversion of skills necessarily took place 
primarily within the incumbent personnel structure, since wholesale 
proselyting from other manufacturers then performing to their capacity 
on equivalent or higher priority programs could not be, and was not 
tolerated by either Kaiser-Frazer or the Air Force. 

In other words, the C-119 contract is paying not only for a specific 
airplane and future potential for that airplane, but it is also serving 
as a vehicle for paying for the creation of a hitherto nonexistent 
capacity in being for the supply of any other type airplane the require- 
ments for which could not. be fulfilled in a timely manner from existing 
sources. 

Again, in direct comparison to Fairchild, current Fairchild prices 
include no such costs because Fairchild has had over 20 years’ experi- 
ence as an airplane producer, the last 10 of which have been in rela- 
tively large volume programs. 

Kaiser-Frazer wage scales are somewhat higher on a labor area 
basis than Fairchild’s, and it is also quite possible that individual 
productivity per dollar expended is greater at Fairchild because of 
their more stable labor market. 

The cost of plant rearrangement, that is, the compression of an 
operating automobile manufacturing plant into 40 percent of its 
original area at Kaiser-Frazer, is entirely charged to the 159 Kaiser- 
Frazer airplanes. 

Fairchild costs include no such item since their plant layout has 
gradually evolved with no radical changes during 7 years of continuous 
manufacture of the C-119 and its parent, the C-82. 

In early stages of the program, Kaiser-Frazer quoted delivery 
schedules which resulted in such abbreviated manufacturing flow 
times that orderly, balanced, and efficient shop operations were 
seriously jeopardized. No such condition exists at Fairchild, which 
is reflective of the relative degree of aircraft experience of the two 
manufacturers. 

The configuration of the airplane ordered from Kaiser-Frazer had 
not been subject to manufacturing proof by the licensor—Fairchild— 
prior to Kaiser-Frazer’s entry into its production. 

This was caused by a slippage in delivery schedules of the R-3350 
engine which did not allow support of earlier phased deliveries of 
C-119’s being produced at Fairchild with that engine. 

Under the ‘broad base” program policy of production support, 
Kaiser was encouraged to subcontract considerable work, and that, 
I may add parenthetically, is the reason why there is a difference 
between the red portions on those two models. 
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At that time we were told to broaden the subcontracting base, to 
get subcontractors into the picture so that more people would be 
trained in aircraft production and aircraft accessory production. 

Although their subcontracting was moderate—30 percent of air- 
frame—in comparison to some programs, it is considerably greater 
than Fairchild’s, and involved the same problems of activation in the 
subcontractor’s plants as were experienced by Kaiser-Frazer in 
Willow Run. 

All of the costs of activating these new subcontractors are included 
in the total cost of the 159 C-119 airplanes at a unit price effect of 
over $250,000. 

Kaiser-Frazer’s direct labor base for aircraft operations has been 
almost wholly supported by the C-119 aircraft and concurrent spare- 
parts program. Fairchild has the advantage of spreading fixed over- 
head over spares reorders which not only increase the direct shop load 
but tend to smooth out variations in shop loading. 

The “‘stretchout” of the reduced C-119 program at Kaiser-Frazer 
to maintain a balanced working force availability for the subsequent 
C-123B airplane, which is still in its early stages, has caused addi- 
tional charges, primarily in overhead—as a function of time—to the 
C-119 program which are conservatively estimated at $6 million. 
This was considered a more desirable alternative than closing down 
and subsequently reactivating for the C-123 program. 

In conclusion, there can be little comparison between 2 contractors, 
1 operating a large plant at a low rate and the other a small plant at 
a higher rate; 1 experienced and in going production, the other 
inexperienced and requiring tooling and training; 1 preparing for a 
high-peak rate of production as mobilization insurance, the other 
already in the process of achieving its peak and a considerably lower 
peak; each with the varying concepts of tooling, overhead, and 
management common to their particular industry. 

Even their methods of computing direct labor hours and overhead 
differ, making costs in this area not comparable. 

Under the Kaiser contract, the Air Force set out to create new 
productive capacity and insurance—both for a growing Air Force 
and for mobilization reserve and not merely a specific quantity of 
aircraft. 

Because the original quantity has dwindled and production has 
extended over a longer period of time, the costs per unit necessarily 
increase and the costs do not proceed as far down the learner’s curve 
as they would with additional volume. 

But this is recognizable as part of the cost of buying new capacity. 

The Crarrman. Mr. Anton? 

Mr. Anron. Under the schedules prepared by the Air Force—I want 
to point that out—at the same point, that is, as of April 30 of this 
year—Kaiser-Frazer Corp. has expended in man-hours 8,409,287. 

At the same point under the Fairchild contract, in their operation 
they had expended 4,223,307 hours, which is approximately one-half 
at the same point in production phases. 

That mounts to man-hours per plane for Kaiser-Frazer of 117,000 
man-hours, and for Fairchild of 59,000 man-hours per plane. 

Can you tell us how many vacation hours are included in the 
8,400,000 at the Kaiser-Frazer plant? 

General Coox. No, sir; I am sorry I cannot, but I can get those 
figures if there are any vacation man-hours included. 
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May I ask you a question, Mr. Counselor? Do those Fairchild 
figures cover C—119 aircraft exclusively? 

Or do they also cover C-—82 aircraft? 

Mr. Anton. They cover the C-119. 

General Coox. Exclusively? 

Mr. Anton. Yes, sir. 

[The committee was advised that records are not available to supply 
the information requested.] 

The CHarrMan. General Cook, you testified to the fact that on 
January 5, 1951, you had a letter from the Under Secretary of the Air 
Force, Mr. John A. McCone, which cautioned you to watch the Kaiser- 
Frazer contract carefully. 

You also told the staff that you had received repeated admonitions 
of a like nature from others. 

Was this something specially invited to your attention as far as the 
Air Force contract with Kaiser-Frazer was concerned or did you get 
similar warnings by letter or otherwise about other contracts which the 
Air Force had? 

General Coox. We were continually cautioned about costs. It was 
one of my major purposes—to see that we could reduce costs. I have 
on many occasions orally and in writing admonished ourcontractors 
to watch costs. 

I have admonished our own people who have the direct responsibility 
for that, to watch costs. 

That is not peculiar to the Kaiser-Frazer contract at all. Does that 
answer your question? 

Senator Durr. May I ask a question? 

The CHarrMan. Senator Duff. 

Senator Durr. It is my understanding, General, that in order to 
keep track of costs and in order to get some measuring stick to go by, 
that the Air Force has a practice of making an estimate at the begm- 
ning of a contract like Kaiser-Frazer as to what in their opinion under 
all the circumstances the costs ought to be. Is that correct? 

General Cook. Yes, sir. 

Senator Durr. When was the first of those made in the Kaiser- 
Frazer contract? 

General Coox. The first definitive cost estimates, as I recall, were 
made sometime around June of 1951. 

Senator Durr. What were they? 

General Coox. The first cost estimate based on the Willow Run 
situation was the Kaiser Manufacturing Co.’s proposal presented to 
the Air Force in July 1951. 

This was the contractor’s proposal prepared as a basis for negotiat- 
ing a definitive contract to supersede the December 1950 letter 
contract. 

It was related to the quantity of 200 C—119’s and totaled $175,917,- 
000, or a unit cost of $879,565. 

Senator Durr. Prior to that, in July 1951, at the time that you 
gave the letter to the Kaiser-Frazer people, proceeding on the basis 
of your desire to have them make this plane, was there no estimate 
made as to what the possible cost would be at that time? 

General Coox. Under normal circumstances, a rough estimate 
would be made. I would have to go to the records to find out whether 
or not a rough estimate was made. 

84931—53—pt. 1——-7 


























































































































































































































































































94 AIRCRAFT PROCUREMENT 









Senator Durr. I think it is very necessary, Mr. Chairman, for the 
record to have the approximate estimate at the original time of entering 
into this letter of intent as to what the costs are to be. Because by 
using that base then we would be able to determine not only efficiency 
of the Kaiser-Frazer contract but also the alac ‘rity with which the Air 
Force was watching its follow-through. 

(The statement referred to is as follows:) 


I indicated in my testimony that the first definitive cost estimate was made in 
July 1951. I further stated that I would have to go to the records to find out 
whether or not a rough estimate was made at the time the letter contract was 
awarded to Kaiser-Frazer in December 1950. 

We have found no record of an estimate at that time. It is my recollection 
that at the December 15, 1950, meeting to which reference has been made, there 
was some discussion of costs, but we have been unable to locate at Air Materiel 
Command any presentation on this subject. I do not recall whether these costs 
referred specifically to the C-119 or to the general program which was then 
under discussion. For the purpose only of reserving funds to permit the contract 
to proceed until cost proposals could be prepared, a figure of $342,000 per airframe 
unit was mentioned on January 10, 1951. This was expressly stated to be 
exclusive of all the starting load costs such as tooling, plant rearrangement, 
preproduction engineering, and similar costs. , 

The committee has referred to a figure cited in a finding and determination 
signed by me in February 1951. This figure was $82 million for 176 aircraft or 
a unit price of $467,193. This figure again was not based on any formal or 
informal cost proposal received from the contractor. At that early date, Kaiser- 
Frazer did not have firm subcontract orders or other real bases for cost estimates, 
and therefore an estimate was based on current Fairchild prices in order to obligate 
funds for Kaiser-Frazer to place orders for long lead-time items. It «as realized 
at that time that the Kaiser-Frazer costs, with the substantial starting load 
involved, would require substantially more than this amount. Neither of these 
estimates were related to amounts expressed at any time in the contract itself 
and were used for internal administrative use only. 

As was stated in my testimony, the first real contract estimates were made in 
July 1951, in the form of a Kaiser proposal. This related to a quantity of 200 
C-119’s and totaled $175,917,000, or a unit cost of $879,585. This estimate 
was discussed with and considered unacceptable by Air Materiel Command and 
as a result, a second proposal was presented in November 1951. This proposal 
became the basis for the definitive contract as finally approved in May 1952, at 
a total of $167,991,000, or a unit cost of $839,952. In the spring of 1952, the 
quantity to be purehased from Willow Run was reduced to 159 and the delivery 
schedule was extended along with the stretch-out in all aircraft to extend the 
production over an additional 9 months. A new proposal was therefore negotiated 
in the summer and fall of 1952 and resulted in a total cost of $177,505,000, or a 
unit cost of $1,116,383. All of these figures are exclusive of spares. 

In December 1952, and again in February 1953, a survey team was sent to 
Willow Run from Air Materiel Command to make a new estimate. This estimate 
amounted to $201 million, exclusive of spares. This represents a unit cost of 
$1,267,665. The total airframe cost, exclusive of tooling and plant rearrangement, 
was estimated at $997,470, or a total of $158,597,730. 

Summarizing the situation, it can be said that from the time of the original 
estimate in July 1951, until the present date, the total program cost has increased 
from $175,917,000 to 201 million. 


The CuHarrmMan. In June 1951, when the decision was made to 
produce the C-—123 plane at Willow Run, why was not the C-119 
contract oe at that time? 

General Cook. As I recall the circumstances, Mr. Chairman, the 
company had already—the Kaiser-Frazer Co. had already started 


and had completed considerable plant rearrangement for producing 
the C-119. 


They had also commenced to get their organization together to do it. 
Had we canceled out the C-119 at that time we considered that it 
would have added considerably to costs that otherwise would have 
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been incurred and in addition to that we had a requirement, as I recall 
the circimstances we had a requirement for aircraft—C-—119 aircraft— 
which could not be satisfied at the rate at which Fairchild could 
produce them. 

The CuarrMan. During the fall of 1951, when the stretch-out policy 
was in operation—was first contemplated and then put in operation— 
was consideration given at that time to the cancellation of the C-119 
contract? 

General Coox. I believe it was. I am not certain of that. 

The CuarrmMan. Do you have any particular reason why, when it 
was considered, it was not carried out? 

General Coox. The only reason that occurs to me at this time as 
to why it was not carried out is again 9 requirement for C—119’s at a 
rate greater than Fairchild could produce them, and the still existing 
requirement for C—123’s. 

The Cuarrman. Mr. Anton? 

Mr. Anton. General Cook, here is a program schedule prepared by 
the Air Force, with revisions from time to time made in the contract. 

Under the original production schedule as contained in the letter 
contract of December 20, 1950, what was the completion date for 
the 134 planes in that contract? 

General Coox. I will have to consult the record. The completion 
date at that time was May 1952. That is of the planes then on order. 

Mr. Anton. May 1952 was the completion date? 

General Coox. Of the planes then on order. 

Mr. Anron. When was the first plane completed at Willow Run 
under this contract? 

General Coox. May 1952. 

Mr. Anron. Originally it was contemplated to complete 134 planes 
by May 1952, isn’t that correct? 

General Coox. That is correct. 

Mr. Anton. Why was there a slippage in the schedule? 

General Coox. That original schedule was ccmpletely unrealistic, 
which we recognized on the 28th of February 1951. That schedule 
at that time, the 28th of February schedule, calling for 176 aircraft, 
called for delivery of 2 aircraft in January 1952. 

Mr. Anron. What was the date of completion when the contract 
was amended on February 26, 1951? 

General Coox. December 1952. 

Mr. Anton. How many planes had been accepted by the Air Force 
by December 1952? 

General Coox. Fifteen, according to my records. 

Mr. Anton. What was the date for completion when the contract 
was amended on September 17, 1951, by increasing the number of 
planes to 200? 

Genral Coox. March 1953. 

Mr. Anron. How many planes have been delivered as of March 
1953? 

General Coox. Thirty-seven—according to my record. 

Mr. Anton. Would you explain why these slippages occurred in 
these schedules? Are all of these schedules unrealistic? Is that the 
way you make these schedules out? 

General Coox. I think that if we will go to the record that it. can 
be said that practically all aircraft and a lot of other munitions sched- 
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ules at the beginning, are unrealistic, and the reason that they are is 
because if a schedule is not set up to reach an objective that we feel 
is a little beyond what the people who have to perform the job say 
they can do, we will not get what we need when we need it. 

We are generally quite optimistic about it. This one was subjected 
to what we called a stretchout as a result of the so-called stretchout 
which the entire aircraft program underwent in January: 1952. 

That was one of the reasons. Another reason was failure of the 
contractor to meet his estimates, which is not unusual at all. 

Mr. Anton. When was the last realistic schedule proposed, and 
what was the completion date for 159 planes? 

General Coox. February 5, 1953, for 159 aircraft, and the com- 
pletion date on that was scheduled for December of this year—1953. 

Mr. Anton. In other words, 2 years after the initial estimate is 
made, the Air Force is still making realistic schedules. That is 
actually 26 months. 

Do you feel, or do you have any knowledge that this schedule will be 
met? In other words, will 159 planes be delivered and accepted 
by the end of December of this year? 

General Cook. I do not believe that 159 aircraft will be completed 
by the end of this year. 

Mr. Anton. How much longer beyond December do you fee: it is 
going to take to get these 159 planes? 

General Coox. I believe that the 159th plane can be delivered 
during March of 1954—next year. 

Mr. Anton. What was the estimate as of January 31 of this year 
as to what it would cost to deliver 159 planes by the end of December, 
according to your last realistic schedule? 

General Coox. According to the last survey that we made of that, 
which was in February, a group of people from the Air Materiel 
Command estimated that the total cost of the contract would be 
$201,558,688, exclusive of spare parts. 

Mr. Aton. That is for the planes. 

General Coox. Yes, sir. 

Mr. Anton. Does that include the $3 million under the technical- 
assistance agreement which the Government is paying Fairchild for 
showing Kaiser-Frazer the know-how? 

General Coox. No, sir. 

Mr. Anton. So that actually makes it $204 million, is that not 
correct? Roughly $204 million? 

General Coox. If you include the $3 million to Fairchild; yes, 

Mr. Anton. The $3 million that Fairchild is being paid? 

General Coox. Right. 

Mr. Anton. That is for 159 planes? 

General Coox. Correct. 

Mr. Anton. Provided that those 159 planes are delivered by De- 
cember 31. You just told the committee that it would probably 
take until the end of next March. Is it not true then that that is 
not a valid estimate, and that the cost will go up because your es- 
timate is based on a December date, and now you say it is going to 
take 3 more months to complete this contract? 

General Coox. It may possibly go up some; yes. But the greater 
part of the work, Mr. Anton, on the aircraft, will be completed long 
before the aircraft are delivered, the man-hours. 
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Mr. Anton. Is it not true that you quoted a figure of some $160 
million as having already been incurred as of around April 30? 

General Coox. That is correct. 

Mr. Anton. Under the estimate that leaves some $40 million in 
which to complete and deliver 115 planes. Do you believe that that 
can be done within that figure? 

General Coox. That is under study now and I am not prepared 
to say whether I believe it can be done within that figure. 

The CuarrmMan. Mr. Rhodes? 

Mr. Ruopes. I have just a couple of questions. I believe yesterday 
you said, General Cook, that when you participated in the December 
15, 1950, meeting that the Willow Run plant had been marked off 
by your people for bomber production; is that correct? 

General Coox. As I recall it; yes. 

Mr. Ruopes. They would have been a secondary source for bomber 
production? 

General Coox. Yes. 

Mr. Ruopss. As of December 15, 1950, how many second-source 
contracts had you? 

General Coox. I do not know how many second-source contracts 
had been let at that time, sir. At that time I am sure there had been 
many decisions made. 

Mr. Ruopzs. But the only 2 that you can remember are the 2 that 
you told the chairman about? 

General Coox. Yes, sir. 

Mr. Ruopes. I would like to call to your attention a question 
which you answered as to unrealistic schedules. I believe you said 
you must take for granted? 

General Coox. No. I said that that has been our experience. In 
most manufacturing operations and production operations it is 
necessary to set a higher goal most of the time than you are reason- 
ably certain that you can meet, for obvious reasons. It has not been 
unusual, though, in this program that we have had for us to have 
unrealistic, what I term “unrealistic schedules.”” An unrealistic sched- 
ule is a schedule that sets a goal far beyond one that you could expect 
reasonably to meet. Those unrealistic schedules have resulted from 
several different factors. At the time that these schedules were first 
made in the latter part of 1950 and the early part of 1951 we contem- 
plated that we would have some controlled-materials plan that would 
enable our contractors to get the materials. That controlled-materials 
plan did not materialize. Other things came into the picture. 

Mr. Ruopes. I believe there are other factors that you may have 
touched on or probably will touch on that would affect it. The point 
that I would like to bring to your attention is your testimony of 
Mn ah in which you indicated that there was some question as to 

now much managerial assistance the Air Force was going to have to 
lend in this contract, because I believe you said it was a mixed con- 
tract where there would be production of two things in the same plant? 

General Cook. Yes, sir. 

Mr. Ruopes. And that caused you some bother. Therefore, with 
your familiarity, which you testified to yesterday, of the Willow Run 
plant and its World War II record, you went into it knowing pretty 
well what that plant could produce? 

General Coox. Yes, sir. 
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Mr. Ruopgs. How much of that plant were you planning to use 
in actual production when you set your first schedule at or around 
December 1950? 

General Coox. As I recall—and I would not like to be held to the 
exact figure—it was around 40 percent. 

Mr. Ruopes. You were going to use around 40 percent of the plant? 

General Cook. As I recall. 

Mr. Ruopes. So you went into it with misgivings realizing 

General Coox. Realizing that we were going to have trouble of 
some kind. But at the same time the urgency of the situation was 
such that we had to get the planes. 

Mr. Ruopgs. I have one other question, Mr. Chairman. You 
referred in the written statement which you read to the experience 
difficulty, and this proved a problem to the Kaiser-Frazer people 
because you said they were an inexperienced organization. I think 
this runs in conflict to your testimony of yesterday when you said, I 
believe, that they were picked for the C-119 program because they 
had had previous aircraft manufacturing experience. Would you 
want to clarify that? 

General Coox. Yes. The top people, as an organization, had had 
aircraft manufacturing experience. But the management, the people 
at Willow Run had not had. However, there was some labor avail- 
able around Detroit that had had previous experience in the old Ford 
plant. But relatively I would say that they were not. 

Mr. Ruopes. These are all factors that you knew and considered? 

General Coox. Yes, sir. Relatively they were not as experienced 
as Fairchild was, for example, or other aircraft companies which were 
in production, 

The CHarrman. Mr. Anton? 

Mr. Anton. General Cook, in your testimony yesterday you stated 
that there were two factors which you had taken into consideration in 
the procurement of airplanes. Those two factors were facilities and 
management. Is that not true? 

General Coox. Facilities, management; yes, sir. 

Mr. Anton. You also told the committee that the facilities at 
Willow Run were excellent. Is that not correct? 

General Coox. That is correct. 

Mr. Anton. You also stated that you had some misgivings about 
management at Willow Run due to the mixed-business operation of 
automobiles and airplanes. Is that not correct? 

General Coox. That is correct. 

Mr. Anton. At that time, since you say that the facilities were 
excellent and you had some misgivings about management, did you 
investigate the history of this management at Willow Run in De- 
cember of 1950? 

General Coox. May I ask in what manner do you mean, investigate 
the history of the management? ¢ 

Mr. Anton. Under the procurement regulations which we were dis- 
cussing yesterday one of the requirements was that a financial report 
should be made on the financial background of the company. I won- 
dered if you had looked into the company insofar as the history of its 
background is concerned since you were about to utilize it as a producer 
of airplanes? 

General Coox. I am certain that was done at the time. 
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Mr. Anton. If you did you must have known that Kaiser-Frazer 
lost $39 million in 1949 and had lost, as of September 30, 1950, some- 
where in the neighborhood of $10 million. 

General Coox. Yes, I knew that. 

The Cuarrman. As far as you were concerned, in going ahead, did 
you have confidence that you were buying insurance? 

General Coox. Their losses had been in another type of business, 
a very highly competitive type of business that they were breaking 
into, I should say, at the time, or attempting to break into. That 
fact was known to us. 

The CrarrMan. With the loss of the money were they financially 
able to carry on all right at that time? 

General Coox. Under the arrangements that were made for financ- 
ing, as I recall it, they were. 

The Cuarrman. What do you mean by the “arrangements made 
for financing’? Do you mean as a result of advances on the Gov- 
ernment contract or what? 

General Coox. I would have to call on some of our financial people 
to advise on that matter. 

The CHarrMan. Would it have to do with the RFC? 

General Coox. I am not sure that it would have to do with the 
RFC. 

The CHarrMan. What we are interested in, General, as you know, 
is this contract which you said was to provide insurance and what 
steps you took to protect the Government in awarding a contract to 
a company, as Mr. Anton said, which had lost money the previous 
year. What assurance did you have that it was good insurance, with 
respect to its capabilities to perform? You must have done some in- 
vestigating of that? 

General Coox. Our financial expert at Headquarters, Air Force, 
took steps to see that the Government was protected financially, to 
the best of my knowledge. Mr. Seftenberg, who is in Headquarters, 
Air Force, could give more details on that. 

The CuarrMan. So that you did have advice from your financial 
authority as to their ability to perform so far as the financial aspects 
of the company were concerned? 

General Cook. Yes, sir. 

The CuarrMANn. From your own people who had made the inves- 
tigation, headed by whom? What was his title? 

General Coox. Mr. Seftenberg. He was not in the initial pro- 
ceedings on this but he later got into the matter. I believe Mr. 
Loufborrow—I have forgotten-exactly who it was who handled that, 
but I believe it was Mr. Loufborrow at Dayton. 

The CHAIRMAN. But you at all times, as far as you were concerned, 
took steps so that you felt in your own mind you were protecting the 
Government’s interests in their ability to perform? 

General Cook. Yes, sir. 

Senator Byrp. Could I ask a question? 

The Cuarrman. Certainly. 

Senator Byrp. Did you make any unusual advances to the Kaiser- 
Frazer Co. beyond your ordinary policy? When you made the con- 
tracts did you make advance payments that you are not accustomed 
to make? 
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General Coox. I do not recall that we did, Senator Byrd. I do 
not recall that there were any advance payments made. [ do recall, 
however, at the time that in making progress payments the Air Force 
changed its policy sometime I believe in 1951, perhaps it was early in 
1951, to change the partial payment or progress payment percentage 
from 75 percent to 90 percent of the incurred costs. 

Senator Byrp. You mean that is before delivery of the planes? 

General Coox. Yes, sir; before delivery. 

Senator Byrpv. In other words, you paid 90 percent before you 
tried the planes out to see if they were satisfactory? 

General Coox. Before they had been flown; yes, sir. 

Senatos Byrp. Is that the customary plan? 

General Cook. Yes, sir. 

Senator Byrp. There was no departure from that so far as Kaiser- 
Frazer was concerned? 

General Coox. No, sir. 

Senator Byrp. As I understand the testimony, General, it cost the 
Government five times as much per unit for the planes that were made 
by Kaiser-Frazer. Is this just one instance of that, or have you other 
contracts that would indicate the same increased costs? 

General Coox. The same degree of difference? 

Senator Byrp. Approximately the same. 

General Coox. I do not recall of any other contract in which there 
was the same degree of difference. 

Senator Byrp. Do you have any that have other degrees of differ- 
ence? Say twice as much? This is five times as much. In other 
words, is that a general practice of the Air Force to make contracts in 
a way that cost them 4 or 5 times as much as with some established 

rm? 

General Coox. Whenever a new contractor is brought into pro- 
duction, Senator Byrd, and has to go through the processes of tooling 
up and learning, the costs may be several times the cost of an item 
that is being procured from an old established manufacturer who has 
amortized his costs. 

Senator Byrp. In other words, you subsidize in a sense a new 
manufacturer. Does he ever pay any part of that subsidy back 
when he gets into established production and he gets further con- 
tracts? 

General Coox. Regardless of who does it, sir, all of those costs are 
absorbed. The same thing was done in this particular case. The 
Government paid all the costs of Fairchild, too, in their initial starting. 

aw Byrp. What do you mean? Do you pay the costs plus 
profit? 

General Coox. The Government paid the costs of the develop- 
ment on the C-82 aircraft which was the predecessor of the C-119; 
the costs of the development of the C—119, and the tooling and 
preteoees costs of the airplane itself, and the costs of tooling, the 
earning costs, were all amortized in the cost of the aircraft. 

Senator Byrp. Do you do the same thing with a new company 
that takes an established model? You are speaking of new models? 

General Coox. Yes, sir. 

Senator Byrp. Suppose a model has already been established, that 
you have the know-how and you know how to do it. Do you still 
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subsidize a new company that goes into the construction of an old 
model that has been tried out and that you know all about? 

General Coox. Yes, sir. 

Senator Byrp. So there are two elements to it. One is where you 
have a new type of plane and the other is where you take a new 
company that manufactures an old type of plane, and both of them 
are subsidized? 

General Coox. In both of them, the learning costs, the tooling 
costs, are amortized in the cost of the aircraft. 

Senator Byrp. I can see some justification for a new type of plane 
but it seems to me that unless it is a matter of supreme urgency that 
you should not pay 5 times as much for a plane that has already been 
manufacture and about which all the technique is known. 

General Coox. Senator Byrd, we do not want to pay any more than 
the lowest possible cost that we can get an aircraft or engine for, unless 
the aircraft or engine cannot be delivered from the low-cost source in 
time to meet our requirements, and then we have to go somewhere else. 

Senator Byrp. tra? is the most extreme example, you say 5 times 
as much. Have you any 4 times or 3 times as much, with other 
contracts? 

General Coox. I would have to go through the record to establish 
that, sir. 

Senator Byrp. I think, Mr. Chairman, it would be pertinent to this 
inquiry to see what other contracts have been made along this same 
line. 

The CuarrMan. I think so, too. 

Senator Byrp. In other words, any contracts that are in excess of 
the cost of an established company. I realize there has to be some 
latitude but when it gets to 4 and 5 times as much | think it is all out 
of reason. I would like to ask, Mr. Chairman, that a complete 
statement be made to the committee of any new companies that start 
to manufacture planes, and what was paid them in excess of some other 
company that was making them on the same basis, and the reasons 
for them. 

(The statement referred to is as follows:) 


Summary—Airframe cost data, initial quantities for selected airplanes 
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| Unit prices 
| — 


| Initial | Initial | Anticipated 





budget | contract 
| estimate price cost 
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I i lee sila $131, 954 $195, 182 | $492, 440 
F-O6F , General Motor. . os ~ 66-25 -- eee se 5220 ee - 237, 047 671, 431 | 751, 826 
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B-47B, OS ESS 1, 777,123 | 1, 933, 762 1, 862, 716 
| 1, 657, 014 


B-47B, Douglas.................---- GRE ater yeas 
' | 


Senator Byrp. Your contracts are made on a firm basis, are they? 
And old firm like Fairchild, do they get a firm contract? Do you 
make a firm contract or is it cost-plus or how is it made? 

General Coox. There are in general three different types of con- 
tracts that we use. One is the straight fixed-price contract. That 
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means a flat price where everything is to be delivered. The other 
type 

Senator Byrp. That is what I would call a firm price, a definite 
price, unless there are changes in design. 

General Coox. Unless we make changes in the statement of work, 
or of the design of the aircraft. 

Senator Byrp. Is that a customary method of purchasing planes? 

General Coox. Unfortunately, it is not. 

Senator Byrp. What percentage of them are purchased in that 





way? 

General Coox. The straight flat price? I do not recall of any air- 
craft that are purchased on the straight flat price basis today. 

Senator Byrp. Then you would eliminate that. That is not one 
of the ways that you buy them. What is the way? 

General Coox. The next is a modified fixed price or firm price 
contract in which a target price is established initially, and after the 
contractor has completed a portion of the work under the contract, 
a fixed price is odaaraaaal From there on out, from that point 
on out, the contractor accepts the risk for whatever judgment 

Senator Byrp. It is to be redetermined on some basis of profit. 
You have to have some basis of what profit they should have. 

General Coox. Ordinarily some target profit is set up. 

Senator Byrp. What is it? What percent? 

General Coox. It may vary from around 4 percent to 9 or 10 
percent. 

Senator Byrp. Why should it vary? 

General Coox. It all depends on many factors, Senator Byrd. 
One thing that we take into consideration is whether or not the con- 
tractor is using his own facilities or whether he is in a Government- 
owned plant; whether or not the machine tools in that plant are his, 
or whether they belong to the Government; what his net worth is, how 
much he is risking in the enterprise, the volume of the business that 
is being considered. 

Senator Byrp. What is the highest percent that you could pay? 

General Coox. This would be a very rough figure, Senator Byrd. 
As I recall it some of our aircraft accounts have turned out to be 
around 9 or 10 percent. 

Senator Byrp. That is 9- or 10-percent profit on the amount that 
they received for the plane; is that correct? 

General Cook. Yes, sir; on cost. 

Senator Byrp. If a plane costs $100,000 they would make 10 per- 
cent, or $10,000 profit? 

General Coox. Yes, sir. 

Senator Byrp. Out of that profit would the depreciation be de- 
ducted? Or taxes? Or anything like that? Would it be a net 
profit? 

General Coox. No, that is not the net. The net profit runs much 
lower than that. That is profit before taxes. 

Senator Byrp. It would be profit after depreciation, though, would 
it not? 

General Coox. If they had depreciation added into it, yes, sir; that 
is one of the elements of cost. 

Senator Byrp. They have depreciation. If they have machinery 
they have to depreciate. 
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General Coox. That depends on whether they own the machinery 
or whether the Government owns it. 

Senator Byrp. In other words, what is known as profit before taxes. 

General Cook. Yes, sir. 

Senator Byrp. That is one way. You say you don’t buy any of 
them on a firm basis, any planes. What is the second way that you 
purchase them? 

General Coox. The third way 

Senator Byrp. Make it second, because you have only one. 

General Cook. Cost-plus-fixed-fee type of contract. 

Senator Byrp. Explain how that works. 

General Coox. That is not a cost-plus-a-percentage-of-cost. The 
Government and the contractor negotiate on an estimated cost. That 
is a target cost. They decide on a fixed fee on that cost. That fee 
remains fixed whether or not the contractor’s costs are under or over 
the estimate. 

Senator Byrp. That is based more or less on a percentage, is it not? 

General Coox. It is based somewhat on a percentage; yes, sir. If 
the contractor, of course, runs under for a fixed fee, there has been 
no change in the statement of work under the contract, then his per- 
centage is higher, relatively, than if his costs run over investment, 
The percentage of profit that he makes is higher, relatively. 

Of course if a change is made in the statement of work, or change 
is made in design that did not enter into the original estimates, then 
a fee is calculated on that, also. But if there is no change, there is 
no change in the fee, regardless of what his costs may be. 

Senator Byrp. Which plan is the best plan for the Government 
and the fairest one to the contractor? 

General Cook. You are asking my opinion, sir? 

Senator Byrp. Yes. 

General Cook. In my opinion the best plan for the Government, 
if we could secure it, would be a firm price contract. 

Senator Byrp. But you have not made any firm price contracts. 

General Coox. No, sir. That is my opinion. But there are prac- 
tical reasons why it was impossible to get any contractors to agree 
to fixed price, straight fixed-price contracts. Among those practical 
reasons is the great amount of bank borrowing that they would have 
to resort to, changes in prices of materials and changes in labor costs 
that they could not accurately predict in a time of operation on a 
seller’s market, I should say. 

So that they were not willing to take that risk without way over- 
pricing what we were trying to buy. So we have had to resort to 
the other forms of purchase. 

Senator Byrp. You have the other two forms. Which is the better 
of the two? 

General Cook. I believe if a contractor is going to produce a large 
number of items that the modified fixed price contract is the best one, 
if he has had experience in the manufacuture of the item, and the only 
things that he may be hedging against are fluctuating labor and 
material prices. That is the best, I think, for the Government. 

Senator Byrp. You explained the second one. How about the 
third one? Do you think the second plan is the best plan? You call 
it the second, but it is really the first plan because there are only two 
plans. You don’t use the fixed-price plan. The first plan you think 
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is the better plan whereby you let the contract go along and reajdust 
it from time to time, as I understand it. Is that it? And pay out a 
percentage of profit? 

General Cook. Oh, no. It is adjusted at predetermined periods. 

Senator Byrp. It is adjusted during the time of manufacture? 

General Cook. Yes, sir. 

Senator Byrp. That is what I mean, it is adjusted from time to 
time and then you give a percentage profit which you said ran from 
4 percent to 5 percent or 10 percent; is that right? 

General Coox. Yes, sir; but that is on a target price and not on 
actual costs. 

Senator Byrp. That is the second plan? 

General Cook. Yes, sir. 

Senator Byrp. I want to get them in my mind. The first plan as I 
understand is a plan whereby you fix a price to start with and then 
you readjust it during the period? 

General Coox. Yes, sir. 

Senator Byrp. Then they get a 

General Coox. Forward looking. 

Senator Byrp. Then at the end they finally get a percentage based 
on certain factors such as you say—how much capital they have, 
and how much business they get from the Government, et cetera? 

General Coox. No, sir, not at the end. I would like to correct that, 
Senator Byrd. It is not a cost-plus-a -percentage-of-cost proposition. 
During intervals or periods in the life of the work that is being per- 
formed, the contractor estimates what it is going to cost him forward 
and that is a target estimate, but he is paid a profit on that target 
estimate. He can reset that target later on but he does not get a 
fixed percentage on his costs during that period. 

He gets a percentage based on his estimates during the period. 
We must agree to those estimates. 

Senator Byrp. If his estimates are correct, he gets a percentage on 
the costs? 

General Coox. Yes, sir. 

Senator Byrp. In actuality it pretty nearly gets down to a cost- 
plus basis. You accept his estimate, do you, without investigation? 

General Coox. No, sir, we do not accept his estimates. Those are 
negotiated. 

Senator Byrrp. What is the difference between that plan and a 
straight-out cost plus? You have the right, of course, after the first 
estimate is made, to either reject it or accept it. 

General Coox. That is correct. 

Senator Byrrp. But he still gets a percentage? 

General Coox. He can lose money on one, but he cannot lose money 
on the other. That is the difference between the two. Except on 
cost-plus-a-fixed-fee contracts, if the contractor accumulates costs 
that are not covered in the contract, and he attempts to collect them 
under the contract, we disallow those costs. 

Senator Byrp. How could he lose money if you readjust the cost 
of it during the time that it is being manufactured? He makes an 
estimate and if that estimate is too low he can ask for readjustment, 
can’t he? 

General Coox. Only in forward, not for what he has completed. 
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Senator Byrp. How often can he ask for that? What percentage 
of the plane has been completed when he can ask for another estimate, 
which is what it is. 

General Coox. Those vary. Normally we set the target at around 
30 percent completion of the contract. 

Senator Byrp. In that case he stands to lose only 30 percent. 

General Coox. He stands to lose only 30 percent. If he guesses 
wrong on the additional 70 percent, he stands to lose on that, also. 

Senator Byrp. As a matter of fact very few would lose on that 
basis, would they? 

General Coox. Not if they are good businessmen. 

Senator Byrp. Do you know of any that have lost? 

General Coox. Not offhand. 

Senator Byrp. Certainly Kaiser-Frazer did not lose, did they? 

General Coox. I do not think they have lost any yet. But there 
have been some disallowances. 

Senator Byrp. I still think that the plan whereby you permit 
them to refix the estimate upon which they get a percentage is pretty 
nearly the same as a straight cost-plus contract. 

General Coox. On the Kaiser-Frazer contract, sir, that is a cost- 
plus-a-fixed-fee. That is not the modified fixed price type of contract. 

Senator Byrp. I understand. I am talking about this particular 
type. Let’s finish on that first. You contend that it is not a cost- 
plus. Of course it is a modified cost-plus. 

General Cook. It is a modified fixed-price also, sir. 

Senator Byrn. It is modified only to the extent that the contractor 
makes an estimate aad then after he completes 30 percent of it he 
can make another estimate or ask for a reconsideration of it. 

General Coox. We can do the same thing by another method, 
Senator Byrd. We can make a series of fixed-price contracts on the 
same amount of work which would achieve the same result in the end. 

In other words, if we could assure him legally that he was going 
to get the whole order—using as an example 100 airplanes—if we could 
assure him that he was going to get an order for 100 complete air- 
craft, and then after 30 percent of the work has been done on the 100 
aircraft he accepts the risk on the first 30 percent of meeting a fixed 
price, if we could divide the 100 up into 30, 30 and 40 lots and have 
fixed price contracts on each one of those lots, we would achieve 
about the same result. 

Senator Byrn. It is based on the principle, pretty much, of a 
cost-plus contract; percentage plus cost. It is on that basis, but it is 
not entirely so. It is modified. 

General Cook. It is based upon the principle of not paying in- 
ordinate cost prices for something that the contractor feels that, in 
order to enter into a fixed-price contract for, he must set an excep- 
tionally high price on in order to protect himself against rising costs of 
materials and labor. 

Senator Byrp. I can see it is better than a straight cost-plus, but 
it is somewhat along the.same basis. The second plan, the fixed fee, 
is that the one you prefer? 

General Cook. No, sir; I don’t prefer that one. 

Senator Byrp. Which one do you prefer? The one we have just 
been discussing? 

General Cook. I prefer the No. 1, fixed price. 
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Senator Byrp. There is no use talking about that because you have 
not made any contracts on fixed price. Let’s eliminate it. ave you 
any idea that you will make a contract on a fixed price? 

General Coox. Not under the circumstances. 

Senator Byrp. Then let’s not talk about it. Let’s talk about 
something realistic. Let’s not talk about something that never 
happened yet and that you do not think will happen. 

General Coox. It has happened in the past, sir; years ago. 

Senator Byrp. But you have just said that you do not expect it 
to happen, so I do not see why we should confuse this inquiry by 
bringing that in. Explain the 2 that you think are going to happen 
within the next 12 months. Let’s confine it to that. Which one do 
you think is the better for the Government? 

General Cook. I believe that the best one for the Government is 
for a large quantity of aircraft to be produced by a contractor who is 
an experienced aircraft contractor, with a modified fixed price form of 
contract. I believe that is best. That is the first one that you and 
I have been talking about. 

Senator Byrp. That is better than the fixed fee? 

General Coox. Cost-plus-fixed-fee, yes. 

Senator Byrrp. With cost-plus-fixed-fee, no matter how much it 
costs, the fixed fee does not change, is that correct? 

General Coox. That is correct. 

Senator Byrp. You have to fix the fee when you first start. 

General Coox. That is a fixed fee; yes, sir. 

Senator Byrp. What protection have you got that the costs are 
not unduly excessive or that companies that manufacture automobiles, 
like Kaiser-Frazer 

General Coox. We place auditors in the plant. We have residencies 
established in the plant, inspectors, auditors, contracting officers, 
whose duty it is to watch ese costs. What it really amounts to, I 
believe, finally, is that the Government really retains a contractor 
to operate a plant for the Government. Really that is what it gets 
down to. 

But as his costs are incurred, he submits invoices. For example, 
material is shipped in to his plant. He submits the invoice to the 
resident auditors and inspectors who check to see whether or not the 
material actually was received, and then that invoice is paid by the 
Government. 

Senator Byrp. Paid direct? 

General Coox. It is paid to the contractor by the Government. 
He in turn pays his supplier. That is, roughly, the mechanics that 
are followed. 

Senator Byrp. In a plant like Kaiser-Frazer that has another 
business, like the automobile business, how do you divide the plant 
and figure the depreciation that is chargeable to the airplane and the 
part that is charged to the automobile production? 

General Coox. Our intention is to charge, on the depreciation and 
the overhead and maintenance and other costs that may be incurred 
in the plant, only that part which is properly chargeable to the air- 
plane production. 

Senator Byrp. Is it possible to do that? 

General Coox. Yes, sir; it is possible. 
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Senator Byrp. Did Kaiser-Frazer send in any bills or statements 
that you thought were excessive along those lines, or not? 

General Cook. I believe that Kaiser-Frazer has submitted invoices. 

Senator Byrp. I am advised here that Kaiser-Frazer, in this plant, 
have 65 percent charged to airplanes, of the entire plant overhead, 
labor formula and depreciation, and for automobiles only 35 percent. 
Is that a fair distribution, or not? 

General Coox. It depends upon the work that is done, Senator 
arene in that plant. I would have to ask our auditors to testify on 
that. 

Senator Byrp. It seems to me that is a pretty important factor in 
this particular contract, with 65 percent charged to airplanes—I know 
nothing about it. They are making automobiles also. 

General Cook. Yes, sir; they are. 

Senator Byrrp. It may be excessive. All that is gone into, then if 
they bill the Government in excess of what you think it ought to be, 
you don’t pay it? 

General Coox. No, sir; that is disallowed. 

Senator Byrp. Don’t you pay it and then disallow it later? I saw 
some figures. 

General Coox. The usual procedure is to disallow it and not to 
pay it. 

Senator Byrp. Isn’t it true that Kaiser-Frazer was paid some money 
that they are now supposed to pay back to the Government, that had 
been disallowed after the Government paid it? 

General Coox. I do not know whether that is correct or not, sir. 

Senator Durr. I think it is important, General, at the hearing 
tomorrow that we have those figures on your first estimates of cost. 
That is going to be the basis upon which observations can be made 
as to your familiarity with the overall picture at the time that you 
made those estimates, and that would have some bearing on the 
overall operation all the way through. I think it would be fine to 
have that the first thing. 

I would like to ask you, in view of the questions yesterday and 
today, whether it is not a correct observation that in considerable 
part very grossly excess costs are charged as a result of not having any 
fixed long-range policy, this hurry-up business, like this job was here, 
if it had not been hurry-up, but had been a part of a policy to provide 
a certain type of plane over a period of years, that you would not 
have been subjected to the excess costs that you have in this situation? 

General Coox. Senator Duff, that is very, very true. 1 feel— 
may I expand upon that? 

Senator Durr. Yes, I would like to know. 

General Cook. I feel that the United States has been subjected 
to the unnecessary expenditure of, I will say, billions of dollars be- 
cause of the fact that the aircraft production and all munitions pro- 
duction—I will not stick to aircraft production alone—that the pro- 
gram is extremely low at one time and high at another time, and haste 
always cost money. 

Regardless of how efficient people may be, waste always accom- 
panies haste. Sometimes it is very discouraging to those of us in the 
military service who are conscious of what these things mean in cost, 
to be placed in the position where, to get the aircraft, the equipment, 
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the munitions that we are sure are needed to protect this country, 
it costs us unnecessary Money. 

Senator Byrp. In other words, regular contracts and regular 
orders would get you lower prices? 

General Coox. Oh, yes, sir. 

Senator Byrp. The manufacturing plant would adapt itself? 

General Cook. Yes, sir. 

Senator Durr. That kind of program would save billions of dollars 
in the Air Force in the protection of the country? 

General Coox. In the long run it would, sir. I will expand on 
that and say that it not only would apply to the Air Force but to 
the other Armed Forces as well. 

Senator Durr. Mr. Anton? 

Mr. Anton. General Cook, in view of the discussion this mornin 
regarding the slippages in the production schedules, in the semiannua 
report of the Secretary of the Air Force for the period January 1 to 
June 30, 1952, it is stated: 

In January 1952 the armed services agreed upon a basic policy for terminating 
defense contracts under which production had not been completed. This policy 


provides guidance and procedures for the termination of contracts entered into 
under the Armed Services Program Act of 1947. 


Will you explain why it was not applied to the contract for the 159 
C-119 airplanes which had been awarded to Kaiser-Frazer? 

General Coox. That policy applies to the complete termination of 
aircraft or a contract for any equipment. There was not a complete 
termination at Kaiser-Frazer, to my knowledge. There was at Park 
Ridge, with Fairchild. 

Mr. Anton. What do you mean by “complete termination’? 

General Coox. The contract was not canceled. 

Mr. Anton. I believe the committee would like to know why this 
policy was not implemented. If you will recall the question, the 
question was that the policy was laid down for termination of the 
contracts which had not been completed. These schedule slippages 
indicate that the contract is not being completed at the time it was 
supposed to have been completed according to your schedules. 

General Coox. We still needed the aircraft and we were quite 
certain that we would get the aircraft. Also we thought we needed 
the capacity at the time. It was not our desire to terminate at that 
time. 

Mr. Anton. Then the issue is that capacity 

General Coox. We would have applied that policy to that contract 
had it been terminated. 

Mr. Anon. Then the issue is that actually plant space was what 
you needed and what you were going to keep regardless of the cost? 

General Coox. No, sir. We needed the aircraft also. 

Senator Byrp. When was the last contract made with Kaiser- 
Frazer? 

General Coox. There was only one contract made. 

Senator Byrp. In your programing do you intend to make further 
contracts with Kaiser-Frazer? 

General Coox. For these C-119 aircraft? 

Senator Byrp. Are you going to make any further contracts on the 
same basis that you now have? 
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General Coox. At the present time I do not know of any that are 
contemplated, no. 

Senator Byrp. In other words, you do not expect to use the Kaiser- 
Frazer plant although you have practically 

General Coox. Oh, yes, sir. This C—119 eirevitt production that 
is being accomplished at Willow Run at the present time will be 
followed by production of some C—123 aircraft in the same plant. 

Senator Byrp. What kind of contract will you make then? 

General Cook. As far as I know it will be the same contract as now. 

Senator Byrp. In other words, you will continue to pay 6 or 7 
times as much to Kaiser-Frazer as you do to some other plant? I am 
wondering when you are going to stop subsidizmg Kaiser-Frazer. 
There ought to be some time when they are subsidized enough, espe- 
cially in view of the fact that they have got tremendous Government 
loans, starting with $89 million. 

Are you going to make the same kind of contracts with Kaiser- 
Frazer whereby it costs six times as much as it does in other plants? 

General Coox. The contracts that we will make, sir, will be what 
we consider the most advantageous to the Government. 

Senator Byrrp. You said, as I understood you a minute ago, that 
you were going to contract in the same manner as you did in the past. 

General Cook. We might consider that the most advantageous to 
the Government. 

Senator Byrp. Certainly it has not been advantageous in the past, 
has it? Anything that costs 5 or 6 times as much as another plant 
that puts out the same plane I do not call that very advantageous. 

General Cook. Those figures, sir, are based upon low-volume pro- 
duction. I would expect the costs to go down as this company 
proceeds with its contracts. 

Senator Byrp. It certainly should go down, should it not? 

General Cook. Yes, sir. 

Senator Byrp. Can you furnish the committee a statement of what 
you have programed for Kaiser-Frazer from now on? 

General Cook. Yes, sir. 

Senator Byrp. And what would be the total cost of the planes and 
how long you expect delivery on them to take and so forth? 

General Cook. Yes, sir. 

(The statement referred to is as follows:) 

The program for Willow Run as it has been developed is for the completion 
of the present C-119 contract and for the major portion of the production of 
C-—123’s which has already begun and which will be completed on present sched- 
ules in January 1955. A change in the C—123 program is presently under study, 
but the present C—123 situation, as reflected in existing contracts, is as follows. 

The Air Force entered a letter contract with Chase Aircraft Co., Inc., under 
date of March 12, 1951, initially for necessary preproduction engineering on this 
airplane. On June 5, 1951, the production of C—123’s was ordered under this 
contract. A definitive contract superseding this letter contract was negotiated 
and was finally approved on February 17, 1953. This contract now calls for 
243 C-123 aircraft, a static test article, spare parts, es tools, training parts 
and units, engineering services and handbook data. ne aircraft has been built 
by Chase Aircraft under this contract. Further deliveries begin in September 
1953. The contract is an incentive type cost-plus-a-fixed-fee contract entered into 
with a target cost of $225,873,282, wihch covers not only the airframes but the 
tooling, spare parts, starting load of subcontractors and other such items. Of 
course this estimated amount will be revised if there is a reduction in the present 
program, 
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Chase Aircraft Co. has a subcontract with Willys Motors, Inc. (formerly 
Kaiser Manufacturing Co.), under which the major portion of the work will be 
done at Willow Run. Although it cannot yet be determined exactly what portion 
of the costs are allocable to the work done by Willys Motors, Inc., this portion 
will be substantial, as the initial tooling and the subcontractor’s starting costs 
will be incurred by Willys Motors under its subcontract. 

Senator Byrp. You expect to continue to use the plant? 

General Coox. Yes, sir. 

Senator Byrp. In about the same measure that you are now using 
it? 

General Coox. Yes. About the same. 

Senator Byrp. Could you make some estimate of how much more 
you would have to pay Kaiser-Frazer for these future contracts than 
you would some other company that is operating more economically? 

General Cook. We cannot make accurate estimates at this time 
on that because the plane that they are to build is one that has not 
been manufactured in quantity before. Any estimates that we make 
on that would be nowhere near as accurate as estimates that could be 
made on other types. 

Senator Byrp. It seems to me that this has been unduly costly 
with Kaiser-Frazer. I can understand it costing twice or three times 
as much. When it gets to 5 or 6 times as much, that is getting into a 
field that you should look into. If it is unduly costly and if it is 
inefficient and not managed properly, I do not see why you should 
continue to give a contract to a company that will cost 5 or 6 times as 
much as another manufacturing plant. 

There must be a time coming sometime where either Kaiser-Frazer 
get efficient or they will never get efficient. Is that correct? 

General Cook. Yes, sir; that is true. 

Senator Byrp. Has that time come yet or not? 

General Coox. We expect it to come. 

Senator Byrn. I hope it willcomesomeday. That is all that I have 
Mr. Chairman. 

Senator Durr. We will stand adjourned until 10 o’clock tomorrow 
morning. 

(Whereupon, at 12:03 p. m. the committee adjourned, to reconvene 
at 10 a. m., June 5, 1953.) 
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FRIDAY, JUNE 5, 1953 


Unitep States SENATE, 
PREPAREDNESS SUBCOMMITTEE No. 1, 
ARMED SERVICES COMMITTEE, 
Washington, D. C. 

The subcommittee met, pursuant to adjournment, at 10:05 a. m., 
in room 212, Senate Office Building, Washington, D. C., Senator Styles 
Bridges (chairman), presiding. 

Present: Senators Bridges, Flanders, Duff, and Symington. 

Also present: Fred Rhodes, chief counsel; James Anton, special 
counsel, and Harold M. Devlin, accountant. 

The CHartrMan. The committee will come to order. 

At the outset the Chair would like to make an observation which 
was touched on at our hearings yesterday. For the purpose of 
emphasis, so that there will be no doubt as to the desire of the com- 
mittee, these hearings have been slowed up vy reluctance to answer 
questions. There have been all too many statements that information 
would have to be secured for the record. 

I would like to point out that these hearings come as no surprise to 
the Air Force. Our staff has kept the Air Force informed regarding 
the matters which this committee desired to pursue. Long conferences 
have been held, and there has been ample opportunity for the Air 
Force to prepare. 

This investigation has been going on since the fall of 1952, and by 
June of 1953 there is no excuse for witnesses failing to respond to 
basic questions which relate to matters of this importance. 

Several significant points were brought out in yesterday’s testimony. 
I expect that all of these points will be amplified and developed in the 
hearings today and next week, but I would like to comment here on 
two of these points in particular. 

General Cook asserted that Kaiser-Frazer was only a beginner in 
its C-119 contract. He further said that this beginner ak already 
received in excess of $150 million since December 1950. It occurs to 
me that, after spending 30 months and $150 million of Government 
funds, a company should be doing more than just starting in perform- 
ing their contract with the Government. 

General Cook also made the statement that practically all aircraft 
schedules are unrealistic. This is an admission which should be of 
great interest not only to this committee but to all Members of Con- 
gress and the taxpayers at large. It is about time that we stopped 
kidding ourselves and found out the truth about our aircraft program. 

We have heard a great deal about the purchase of insurance. I 
believe in insurance, but I also believe that the American public 
should not have to pay a greater price for insurance than is necessary 
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to provide the desired protection. The American taxpayers are be- 
coming more and more aroused to the threat of national bankruptcy. 
There is a reason to be alarmed when hard-earned tax dollars are spent 
imprudently and with little or no thought to the impact of careless 
extravagance on the country’s economy. 

Senator Byrd expressed my thinking very well yesterday when he 
said, “I realize that there has to be some latitude, but when it gets 
to be 4 and 5 times as much, I think it is all out of reason.” 

There has been some question about the actual figures involved in 
the C—119 contract at Willow Run and the C-119 contract at Hagers- 
town. We have with us the resident auditor from Willow Run and 
the supervisory accountant for the eastern procurement region. Both 
of these men are Air Force employees and I believe that we will hear 
from them today. 

Following the auditors, the committee will hear from Gen. K. B. 
Wolfe, former Deputy Chief of Staff, Materiel. General Cook has 
asked us for permission to make a statement. We will be very glad 
to hear from you. 


TESTIMONY OF LT. GEN. ORVAL R. COOK, DEPUTY CHIEF OF 
STAFF, MATERIEL, UNITED STATES AIR FORCE—Resumed 


General Coox. Mr. Chairman, before I make the statement I would 
like to amplify on my statement that I made yesterday about unrealis- 
tic schedules. 

I believe that that statement requires clarification. My intention 
was to emphasize the fact that in the beginning new schedules generally 
have been found to be unrealistic, not after we have accumulated a 
certain amount of experience in production by a contractor. 

If I may, I would hke to read my statement. 

The CHarrman. Certainly. 

General Coox. Mr. Chairman and members of the committee, be- 
fore completing my testimony I would ask the privilege of placing this 
brief statement in the record. 

May I assure the committee that the Air Force and myself per- 
sonally are anxious to present all figures and facts as requested by the 
committee as soon as possible. 

To that end the record of these hearings is being studied and will be 
studied. 

Under conditions as they were and are, I believe it was right for 
the Air Foree to rush the establishment of a second source for the 
C-119 airplane; and I know that any fairminded person will agree it 
was only natural for the first planes produced from this new second 
facility to have cost more than those planes which were coming from 
the previously established facility. 

The margin of that difference, however, is another matter; and one 
we have been looking into with apprehension and regret. 

Our records show that the origimal estimated contract cost for the 
C-119 from the Kaiser-Frazer facility was some $840,000 per plane 
on a lot of 200 planes. This figure included roughly $130,000 per 
plane for tool-amortization cost; and $250,000 per plane for sub- 
contractor buildup. 

It is our understanding now, however, that the current estimated 
cost by the contractor for each of these planes is over $1,200,000 with 
a strong possbility that that figure will be further increased. 
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The Air Force is disappointed, therefore, in the performance of the 
Kaizer-Frazer operation. 

We have been attempting to hold these costs down to the best of 
our ability. That has been somewhat difficult because of the constant 
reprograming and replanning the Air Force has been forced to under- 
take during recent, years. 

In consideration of the cost of this operation I would respectfully 
request that the performances of the some 2 dozen other airplane 
facilities now producing for the Air Force be given that consideration 
by the committee which the committee feels proper. 

The Air Force appreciates the interest of this committee in this 
matter; and we will do our best to keep all production costs to a 
minimum. 

We believe that our airplanes in the future will be purchased at 
greater value to the taxpayer as a result of the committee’s interest. 

Thank you, Mr. Chairman. 

The CuarrMan. Thank you, General Cook. 

We will call Mr. M. F. Mautner to the stand now. 

Will you raise your right hand? Do you solemnly swear that the 
testimony you are to. give will be the truth, the whole truth, and 
nothing but the truth, so help you God? 

Mr. Mautner. Yes, sir. 


TESTIMONY OF M. F, MAUTNER, SUPERVISORY AUDITOR, EASTERN 
DISTRICT HEADQUARTERS, AUDITOR GENERAL, USAF 


The Cuarrman. Your full name is what? 

Mr. Mautner. Maximilian F. Mautner. 

The CuarrMAN, You work for the Air Force as supervising auditor? 

Mr. Mautner. I am a supervisory auditor attached to the eastern 
district headquarters of the Auditor General, USAF. 

The CHarrMAN. The committee would like to ask you, Mr. Maut- 
ner, some questions about the C-119 planes. How many contracts 
for the production of the C—119 planes have been awarded to Fairchild 
by the Air Force? 

Mr. Mautner. Four contracts in all, to date. 

The CuarrMan. How many C-—119 planes were awarded under each 
contract? 

Mr. Mautner. Contract W33-038—ac—19200. 

Mr. Anton. Is that C-—82 or C-119? 

Mr. Mautner. C-119. W33-038-ac-19200 called for 412 planes. 

Contract AF-33(038)18499 called for 440 planes. 

AF-33(600)22285 was a letter contract and I understand that a 
definitive contract is now in the possession of the contractor but has 
not yet been signed. That is my last understanding. It called for 
146 planes. 

Then there was a contract which was to be formed at Park Ridge 
calling for 165 planes which was terminated in January 1952, without 
any deliveries. 

The CuarrmMan. Will you explain to the committee the type of 
contract awards under the original contract 19200 and under the 
present contract 18499? 

Mr. Mautner. The two contracts which were definitized were 
what we call firm fixed-price redeterminable contracts. The first 
contract, 19200, called for price revision retroactively after the 36 
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planes had been delivered, and at the same time prospectively for the 
runout portion of the contract, and other price redeterminations during 
the course of the performance of the contract at the call of either the 
Government or the contractor, but such price redetermination would 
be made prospectively and not retroactively. 

The CHarrman. What date did the production under the original 
19200 contract begin, and what date was the last plane delivered 
to the Government? 

Mr. Mautner. Production on the 19200 began late in 1947. The 
first delivery was made in April 1949, and the last plane was delivered 
in November 1952. 

Mr. Anton. How many planes were delivered under that contract? 

Mr. Mautner. 412. 

The CuarrmMan. What date did production under the present con- 
tract 18499 start, and how many planes were completed at the date 
of the last price redetermination? 

Mr. Mautner. It is difficult to state just when production started 
because the two contracts were being produced simultaneously. The 
first plane was delivered in September 1952. At the time of the 
price redetermination in March and early April of this year 188 
planes had been delivered. 

Mr. Anton. Do you know what the price, the redetermined price 
for this plane is at the present moment? 

Mr. Mautner. On the forward quantity? 

Mr. Anton. Yes. 

Mr. Mautner. The forward quantity was negotiated at a price 
of—that is the run-out quantity of 252 planes to come, was negoti- 
ated at a price to the Government of $265,067 per plane. 

The Cuarrman. Mr. Mautner, have you got a schedule which 
could be put in the record at this time indicating the cost of the tech- 
nical assistance given to Kaiser-Frazer by Fairchild to April 30, 
1953, or the last date that you had, in accordance with the terms of 
the contract between the Air Force and Fairchild? 

Is this it? 

Mr. Mautner. This is the statement, sir. 

The CuarrMan. Would you identify it, and if that is the correct 
statement, we will put it in the record. 

Mr. Mautner. Yes, sir, it is. 

The CHarrMan. It may be a part of the record at this point. 
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FarRCHILD ArrcrAFT Diviston, FarrcntLD ENGINE AND AIRPLANE Corp. 


Cost to the Government of parts and other assistance furnished to Kaiser-Frazer 
through Apr. 30, 1953 


i 


| j 
14 ship sets | 16 ship sets | Replacement | Total 
of parts of parts ! purts 

| 





Airplane parts: 
RAT Ci ihc Buknk nitiseudixengeths | 180, 031 





46, 095 8, 498 244, 621 

Labor dollars...........----------------» 266, 972 | $76, 815 $30, 895 74, 680 
Overhead : 402, $27 112, 150 | 559, 581 
Material -_ ._....- Mmbdcnttabnavitdsst ; 635, 209 185, 031 , 87 2, 118 
Subcontract. Sale ‘ 112, 414 105, 773 , 204 | 280, 481 
Subtotal nani ain r oe 1, 416, 922 | 479, 769 220, 169 | 2, 116, 860 
General and administrative expense __- 67, 729 18, 471 8, 525 94, 725 





Total cost ._....- ieee ‘ os 1, 484, 651 498, 240 228, 694 2, 211, 585 


~ 


Pig wi vhs enbotpeneecadetpaqacaiudndeel 148, 465 | 49, 824 | 22, 870 221, 159 








Selling price of parts_.-........-- oll 1, 633, 116 | 251, 564 


Other assistance: 
Year 1951 
Year 1952 midis obuaten sil Riatatiastn, ni 6 anas- sate iatetie Matti sbeinch 
January through April 1953__--__.-..- 


Total other assistance 


Total assistance to K-F through April 1953 





Total assistance to K-F by vears: 
Year 1951. _. 
I iat ti bette tiers ow nt rtin chitadadcigihocdnatieiirdg 
January through April 1953. _..........-.-- 
Total assistance to K-F through April 1953. 





1 16 ship sets consists of fuselage and center section parts. 


PRIMING PARTS FOR KMC EXCLUSIVE OF PARTS REQUESTED ON CALL CONTRACTS 


Fourteen ship sets 

The 14 ship sets of priming parts included 2 sets of major assemblies and 3 
sets of subassemblies. This order started in April of 1951. Approximately 90 
percent of the details were taken directly from stock and subassemblies and major 
assemblies were shipped according to schedule. There were a total of approxi- 
mately 350,000 pieces shipped and 98 percent of all shipments, including details, 
had been made by October 1951. 

Sixteen ship sets 

The work on the 16 ship sets was started March of 1952 and approximately 90 
percent of these pieces were shipped directly from stock. The total number of 
pieces shipped was approximately 361,000 and shipments were completed in 
April 1952. 

The CuHarrMAN. Please explain this table to the committee, explain- 
ing the amounts for parts furnished Kaiser-Frazer and other assistance 
given. 

Mr. Mautner. The amount of the assistance given by the delivery 
of parts and assemblies totals $2,432,744. Other assistance rendered 
was $1,275,724, making a total of $3,708,468. I think the other 
assistance represented technical assistance, engineering services, and 
so forth. 

Mr. Anton. Under this schedule that you have there, isn’t it 
indicated that there were 14 ship sets parts delivered, and also 16 
ship sets parts delivered? Could you explain that those 14 ship sets 
parts consisted of, and how they were delivered? 
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Mr. Mautnur. There were 14 sets of certain parts of assemblies 
necessary for the production of a complete plane, not the complete 
sets. There are certain parts and assemblies, 

Mr. Anton. Would you call those major assemblies? 

Mr. Mautner. I would call those major assemblies, yes. 

Mr. Anton. Those major assemblies were shipped by Fairchild 
to Kaiser-Frazer so that they became part of the first 14 planes? 

Mr. Mautner. Yes, sir. 

Mr. Anton. Is it true that Fairchild took those sets right out of 
its inventory and shipped them to Willow Run? 

Mr. Mautner. I understand that is where they took them, out of 
the inventory. 

Mr. Anton. All in all there are 30 ship sets parts. 

Mr. Maurner. Yes, sir. 

Mr. Anron. Plus many other parts? 

Mr. Mautner. Yes, replacement parts. 

The CuHarrman. Mr. Mautner, did you, at the request of the 
committee, prepare a schedule which can be inserted in the record 
at this time indicating, (a) the total unit cost for the first 71.4 C-119 
planes produced by Fairchild under the original contract No. 19200, 
and (5) the total and unit cost for the first 159 planes, C—119s, pro- 
duced under this contract, and (c) the total and unit cost for the 412 
C-119 planes produced under this contract? 

Mr. Mautner. Yes, sir. 

(The material is as follows:) 


Fairchild Aircraft Division, Fairchild Engine & Airplane Corp.—Contract W 33-038 
ac—19200 cost to the Government of the 1st 71.4, 159, and 412 C-119 —e 























| Total, 71.4 Total, 159 Total, 412 
| airplanes airplanes _ sicplance 
Airplane manufacture: 
BT IS pple tino cw cnster ade = sonagsecibiiin deb elnk 4, 233, 307. 60 7, 215, 825. 60 13, 933, 648. 6 
| er 
ns, 4 ct cngmeuscepngtliecnumpuclnestinin | $5, 580,355.14 | $9, 752, 696. 57 | $20, 274, 371. 22 , 371, 22 
th ta nian neneenensntinarctitinn ap aaapsn miata 7, 406, 445.45 | 12, 642, 131. 25 28, 433, 146. 67 
ie ateedintbisten ne opens cach chaoui Sembee 6, 845, 055.74 | 15, 217, 512. 49 40, 846, 251. 20 
I oo cccietiluincnanlh tases edlintpreslnsiieisiaiteiandtintanitil | 327, 319. 51 779, 329. 48 4, 044, 900. 76 
FR ancidnscvebennaavednaiuogncupinintaathitel 491, 773. 35 792, 991. 28 1, 741, 960. 41 
Ne ie ee | 20, 650,949.19 | 39, 184, 661.07 | 96, 240, 630. 26 
Engineering and experimental. --.............-..--- | 2,832, 368. 68 3, 651, 317. 81 5, 983, 162. 24 
INE, iliaiclinn sharsdaln owecifhlibhee <pissicnin waighapnaliie | 8,861,611. 61 4, 414, 199. 40 6, 923, 691. 06 
Preproduction -_-_- ein eat idbdde bute ~éiie te | “72, 670. 64 72, 670. 64 72, 670, 64 
OS EERE ON LI 27,427, 590.12 | 47, 322,848.92 | 100, 220, 154. 20 
General and administrative...................-....- | 1,793,796.36 | 2,844, 864.17 5, 537, 668. 84 
jn 
EE. cassitcenn se gasingmindttainimabicdies | 29,221, 386.48 | 50, 167,713.09 | 114, 757, 823.04 
Profit ce ieanebene pnnewinebiees anconnesnes 2, 922, 138. 71 5, 004, 538. 40 10, 851 214. 51 
ND wit cannendisiionecsneunmeillibibiadinieeeenms 32, 143, 525.19 | 55, 172, 251. 49 125, 609, 037. 55 
Average unit selling price. .__..............---...--..- Wee "$450, 189 $346, 995 $304, 876 
Unit airframe weight, pounds_..................--...... 27, 207 27, 988 28, 462 
Dollars per airframe pound. _.........................- $16. 55 | $12. 40 $10. 71 
Average unit production hours i Abd i nsnenspheins 59, 150 45, 383 33, 820 
Unit airframe weight (less subcontract) pounds a ar 23, 942 23, 700 22, 564 
Hours per airframe pound (less subcontract) -__.-._-- ol 2. 47 1.91 1.50 
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The Cuarrman. Mr. Mautner, will you explain this schedule to 
the committee, generally, indicating the total and unit costs, for the 
71.4 planes and the 412 planes produced under the contract? 

Senator FLtanprrs. May I inquire why the decimal? 

The Cuarrman. That is what I am inquiring about. Will you 
explain that before we go forward? 

Mr. Mautner. I understand that the production of Kaiser-Frazer, 
or the costs of production of Kaiser-Frazer, represent the equivalent 
of 71.4 planes. 

The Cuarrman. Do you mean Fairchild or Kaiser-Frazer? 

Mr. Mautner. Kaiser-Frazer, the production to a certain date 
represented the equivalent of 71.4 airplanes. 

Senator Fuanpers. I don’t want to fly that .4 plane. 

Mr. Anton. Is it not true, Mr. Mautner, that by “equivalent 
planes” that does not mean planes already accepted, or out of the door, 
but parts in process that would equal 71.4 planes as of April 30 this 
year? Is that correct? 

Mr. Mautner. Yes, sir. That is the work performed. What 
factors were used in arriving at that, I do not know. 

The CuarrMan. Will you explain, indicating the costs for the 71.4 
planes, 159 planes, and 412 planes produced under the Fairchild 
contract? 

Mr. Mautner. Yes, sir. The cost to the Government on the first 
71.4 airplanes was $32,143,525, showing an average unit selling price 
of $450,189 per plane. 

Mr. Anton. That included all preproduction costs; did it not? 

Mr. Mautner. On that contract; yes, sir. 

Mr. Anton. It included all tooling; did it not? 

Mr. Mautner. On that contract. They might have had some 
tooling from the previous contract. I would not know what they 
would use on that. 

The CuarrmMan. Now, the 159 planes. 

Mr. Mautner. The 159 planes showed a total cost to the Govern- 
ment of $55,172,251 with an average unit selling price of $346,995. 

The Cuarrman. And the 412 planes? 

Mr. Mautner. On the total contract the cost to the Governemnt 
was $125, 609,037, with an average unit selling price of $304,876. 

The CuarrMan. Did you, at the request of the committee, prepare 
a schedule which can be inserted in the record at this time indicating, 
(a) the total and unit costs for the first 188 C-119 planes produced 
under Fairchild, under the present contract 18499, and (b) the rede- 
termined total cost and unit price for the remaining 252 C—119 planes 
to be produced under this contract, and (c) the total cost and the 
average unit cost for the total 440 C-119 planes to be produced under 
this contract? 

Is this the schedule? 

Mr. Mautner. That is the schedule; yes, sir. 
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Farrcnitp Arrcrart Division, Farrcaitp Encine & AtrpLang Corpr.—Con- 
Tract AF33(038)-18499, Cost To THE GOVERNMENT oF 440 C-119 anp 
R4Q AIRPLANES 


Prices through change order No. 21 plus revisions negotiated in the 2d redetermination 
conducted in March 19538 


[This contract is a follow-on to contract W33-038-ac19200 which covers the procurement of 412 C-119 and 
R4Q airplanes] 


Total, ist | Total last Total, 440 
| 188 airplanes |252 airplanes‘) airplanes 


| 
Labor hours i | , 095, 396 


Labor dollars. _. 7, 072, 265 
Overhead , 619, 367 
Material 110, 821 
Subcontract , 392, 792 
Flight test 653, 020 


Subtotal “ ; , 758, 265 
Engineering and experimental . d 859, 205 
Tooling - . , 085, 277 


Subtotal fs . : . 3, 702, 747 
Genera] and administrative . inet ewe , 729, 183 


Total cost____- ‘ aoenes uinel 5, 431, 930 | 

Profit__.... ' . bees 3, 644, 387 

Selling price____..- 9,076,317 | $66, 796, 861 
Average unit selling price 261, 044 265, 067 | 
Average unit airframe weight pounds 28, 554 28, 891 | 
Dollars per airframe-pound -- $9.14 $9.17 | 
Average unit production hours___- 21, 784 $25 ~ otignmens 
Unit airframe weight (less subcontract) pounds 21, 058 20, 892 
Hours per airframe-pound i 6B Fos w ote ddd 


‘In accordance with the terms of the contract, the last 252 airplanes were redetermined on Mar. 20, 1953 


(60 days prior to the scheduled delivery date of the 189th article). Prices shown are the redetermined prices 
although an approved supplemental agreement covering these prices had not been executed as of the prepara- 
tion of this report—Apr. 23, 1953. No detail by elements of cost is available as the redetermined price was 
negotiated on a package basis and not by elements of cost. 


The CHarrRMAN. Will you tell us the cost of the first 188 planes? 

Mr. Mautner. The cost to the Government was $49,076,317, 
showing an average unit selling price of $261,044. 

The CuarrmMan. Will you tell us the redetermined unit price for the 
252 planes to be completed and the date of the last determination? 

Mr. Mautner. The 252 planes constituting the runout portion of 
the contract were negotiated at $66,796,861, with an average unit 
selling price of $265,067. 

That would make a total for the entire contract of 440 airplanes of 
$115,873,178, with an average unit selling price of $263,348. 

The CuarrMan. Will you inform the committee the cost to the 
Government for each Fairchild C-119 plane under the last price 
redetermination again? 

Mr. Mautner. That is the runout portion of 18499, which con- 
situtes 252 airplanes, and the price, the redetermined price was 
$265,067 per plane. 

The CuarrMan. Just one other question. In your position as 
auditor for the Air Force in the eastern district, did you ever receive 
any complaint that Kaiser-Frazer was not getting cooperation from 
Fairchild or that Fairchild had been uncooperative in furnishing the 
know-how to Kaiser-Frazer? 

Mr. Mautner. Yes, there was some talk of that—and of shipping 
improper parts. What the outcome of the investigation was, I do 
not know. 
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The CuarrMan. It was not made to you personally? 

Mr. Mautner. Not to me personally. 

The CuatrMan. You did not get any letter or telegram or no one 
ever came to you personally? 

Mr. Mautner. No. I officially did not receive any notification. 

The CuarrMan. Senator Duff, do you have any questions? 

Senator Durr. No question, sir. 

The CuHarrMan. Mr. Rhodes? 

Mr. Ruopsgs. No, sir. 

The CuarrMan, Thank you very much, Mr. Mautner. 

We will call now on Mr. Sidney C. Solomon. 

Do you solemnly swear that the testimony you are about to give 
will be the truth, the whole truth, and nothing but the truth, so help 
you God? 

Mr. Sotomon. I do. 


TESTIMONY OF SIDNEY SOLOMON, RESIDENT AUDITOR, AUDITOR 
GENERAL, KAISER-FRAZER RESIDENCY 


The Cuarrman. Mr. Solomon, what is your full name? 

Mr. Sotomon. Sidney C. Solomon. 

The CHarrMAN. What position do you hold? 

Mr. Sotomon. Resident auditor, auditor general, Kaiser-Frazer 
residency. 

The CHarrMan. Are you a certified public accountant? 

Mr. Sotomon. Yes, sir. 

The Cuarrman. How long have you been working for the Air Force 
in an accounting capacity? 

Mr. Sotomon. Since 1941. 

The CuarrMan. Mr. Solomon, will you please inform the committee 
what the costs per plane will be as estimated by the Willow Run Air 
Force Audit Section at the request of the Air Force contracting officer 
under the Kaiser-Frazer C—119 contract and the total amount for 
the 159 planes? 

Mr. Sotomon. The total expenditures estimated for the 159 planes, 
by me, are $212,923 341. 

The CHarrMan. What would that be per plane? 

Mr. Sotomon. That figure, divided by 159, would equal $1,339,140 
cost to the Government per plane. 

The Cuarrman. May I point out that one of the purposes of this 
committee is to bring out whether or not excessive costs have been 
incurred here in the procurement of these planes. 

I point out that the testimony just given us shows that the cost 
of the C-119 produced by Kaiser-Frazer is $1,339,140, as contrasted 
with the same testimony this morning by another auditor of the 
Air Force for Fairchild of $265,067. 

Do these figures include the cost of the technical-assistance con- 
tract between the Air Force and Fairchild amounting to $3,708,468, 
as of April 30, 1953? 

Mr. Sotomon. No, sir. 

The CuarrMan. T hey do not? So that actually it would be 
substantially more per plane than the figure you gave us, if those 
were included? 

Mr. Sotomon. Yes, sir. 
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The Cuatrman. The Air Force’s estimate to complete this con- 
tract for the 159 C-119 planes is $212,923,341. For approximately 
the same figure the Government has received the following from 
Fairchild: The Fairchild Hagerstown plant building, including 
machinery and equipment; the design and engineering from the ground 
up of the first Fairchild cargo plane; 3 experimental cargo planes; 
219 C-82 cargo planes, including tooling; 360 C-119 cargo planes, 
including tooling; a total of 582 cargo planes. 

In addition, the Government still owns the Fairchild Hagerstown 
building, including machinery and equipment. 

Will you please put the copy of your estimate into the record so 
that we may have it? 


Kaiser Manufacturing Corp., Willow Run, Mich.—Total contract costs as estimated 


by AF accountant—Contract No. AF33(088)-18481 





























Total 

(189 ships) | Unit amount 

PIII CITIIDD 3 atin ss scsi vntmeconesssanauccascescinkerdoensenens $14, 368, 938 | $90, 371 
a a ee dnecenedbatysonmpans 28, 474, 992 179, 088 
Factory burden-_-_-_- lsh setid ensuite ssi hw chal thtahiten than ete hI a cemsotinalii 87, 520, 468 | 550, 443 
Engineering ae ae wormensindsiniaiiean aia nniodnecmemende 4, 695, 942 29, 534 
Administrative__.......... sae open Rawauaiiaie bata ao 9, 012, 046 56, 679 
Subcontracts__..... Rapes erewepehe ease bbtin 3565644 etch 36, 187,711 227, 596 
Production estimated costs, airplames_.......................-...... ---| 180,260,097 1, 133, 711 
Special tooling_..........- Sead eae a aaa ac mare wea 19, 353, 892 121, 723 
Plant rearrangement. __.__ bein ede od . is a ae aoe 2, 400, 333 15, 096 
Portable tools - - - whdeeuhinabcrsm mines esspibieres ten militant eaenaannscenedecceses 1, 793, 931 11, 283 
Subtotal._......--- enenneviimuninensunpeladtuiinbconnaiial 23, 548, 156 148, 102 
Rm SRS Ee 3, 038, 567 12, 821 
tio dees Seteeticmed ‘ fore srtiesiaartn coneliactista aliases a 1, 204, 634 
Os sapkses wees 7 . petieemeis on eweredialatata x cteakduled 7, 076, 521 44, 506 
Total estimated costs (excluding spares) _..--..............--- = bibalaan 213, 923, 341 1, 389, 140 

pare CONE ated GN 00 etal Sais 3 fen eines altar sechod se dinctie 10, 070, 784 |.....-..- Bs 
Total estimated costs to the Air Force_..._.................---.-.-.-- 228,004,108 |.............- 











The CnarrmMan. Mr. Solomon, when was a permanent residency 
established at Willow Run to administer the audit under the C-119 
contract? 

Mr. Sotomon. April 1951. 

The Cuarrman. When you first set up the Air Force Audit Section 
under the C—119 contract at Willow Run, did you disagree with the 
methods being employed by Kaiser-Frazer Manufacturing Corp. with 
respect to the allocation of costs under the defense contract? 

Mr. Sotomon. Yes; at the initial stages I disagreed with the 
method of allocation of the preproduction costs. 

The Cuarrman. Will you please explain to the committee the 
nature of the disagreement which you had with the methods of alloca- 
tion being employed by the Kaiser-Frazer Manufacturing Corp.? 

Mr. Sotomon. At the initial stages of the contract the only type 
costs that ever was extended by Kaiser-Frazer under the contract was 
overhead in nature. 

Naturally there was no production and after review by my office 
we determined that certain charges were arbitrary and Kaiser-Frazer 
had not firmed up on a firm method of allocation. 

In reviewing it after our initial review, we discussed the matter with 
top management at Kaiser-Frazer and they concurred in a revised 
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method wherein certain departments not rendering any service at the 
earlier stages of the contract—-— 

Mr. Anton. In other words, is it not true that automotive costs 
were being charged to the defense contract? 

Isn’t that what you mean to say? 

Mr. Sotomon. In effect. The only activity in there was automo- 
tive. So any allocation, improperly, or that we disagreed with, would 
naturally be automotive costs. 

The CuarrmMan. What was the amount of these so-called improperly 
allocated costs for the first quarter of 1951, before you had set up your 
audit section at Willow Run for the C-119 contract? 

Mr. Sotomon. The difference between the contractor’s book costs 
and the Air Force audit costs under the C-119 program amounted to 
$406,000. 

The CuarrmMan. How much was the total dollar amount charged 
to the C-119 program at Willow Run for the first quarter of 1951? 

Mr. Sotomon. The original book figures amounted to $1,154,778. 

The Cuarrman. How much would you say, then, were the improper 
allocations challenged by you for the first 3 months under the contract 
for the C-119 airplane at Willow Run? It would amount. to what 
percentage of the dollar value, or dollar amount? 

Mr. Sotomon. $406,000, or 35 percent of $1,154,000. Approxi- 
mately 35 percent. 

The Cuarrman. Then you had to challenge 35 percent of the total 
costs as being umproperly allocated to the C—119 in the first 3 months 
of 1951? 

Mr. Sotomon. Yes, Mr. Chairman. 


Kaiser Manufacturing Corp., Willow Run, Mich.—Detail on recorded. costs before 


auditandafter audit period: Jan. 1, 1951—Mar. 31, 1951—Contract No. AF 33(038)— 
18481 


Recorded costs 


Before audit | After audit | Difference ! 


on —| ——— — 


Supply contract: 
Direct charge overhead | $259, 531. 01 $256, 215. 53 $3, 315. 48 
Allocated overhead i 186, 754. 70 302, 023. 64 (115, 268. 94) 
Subtotal, overhead 446,285.71 | 558,239.17 | (111, 953. 46) 
Direct costs 0 183, 078, 89 (183, 078. 89) 


Subtotal, supply 741,318.06 | (295, 082. 35) 


Facilities contract: | 
Direct charge overhead 152, 603. 09 0 152, 693. 09 
Allocated overhead | 60, 525. 29 0 , 525. 29 


Subtotal, overhead | 213, 218,38 0 213, 218. 38 
TTS Willen casnsnedtitabqcagnewersgenskegubeehhoudahnd 495, 274. 32 7, 452. 73 487, 821. 59 


Subtotal, facilities | 708, 492. 70 7,452.73 | 701, 039. 97 


Total, supply and facilities................--.-.<<<---<-- 1, 154, 778. 41 748, 770. 79 406, 007. 62 


1 Parentheses denote credit. 


Notg.—Above figures do not include any costs or audit adjustments applicable to the reinstallation o 
automotive facilities (460,000 work-order series). 


The Cuatrman. What were the total charges made by the con- 
tractor against the C—119 contract at Willow Run as of May 31, 1953? 
Mr. Sotomon. Approximately $162 million. 
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Kaiser Manufacturing Corp., Willow Run, Mich.—total incurred costs and fixed 
fee as of May 31, 19538—coniract AF 33 (038)-—18481 


Actual costs incurred as of Apr. 30, 1953 (does not include un- 
audited liabilities ED ELT Tey ee tee Leer eee) & ey ee $157, 272, 765. 26 
Add fixed fee as accrued by contractor_-—__.- ~~ -- Pe ae 5, 500, 837. 00 


Total actual incurred costs and fixed fee as of Apr. 30, 





1953 _- a .) ustiet dabei DE Nee 162, 773, 602. 26 
Estimated costs incurred during May 1953, per contractor---- 5, 389, 952. 37 


Add estimated fixed fee accrual_-_....-.-...-..-----.- ~— 267, 866. 00 





Total estimated costs and fixed fee for month of May 
WSR S.tess aces xs 4 Ka becouse dah i. 5, 657, 818. 37 


Total estimated incurred costs and fixed fee as of May 
31, 1953_- ; ; 7 ------- 168, 431, 420. 63 


Notes.—(1) Above figures do not include provision for unaudited liabilities. The amount of unaudited 
liabilities as of May 31, 1953 was not available. 

(2) Above figures represent all costs incurred under Contract AF 33 (033)-18481, including the spares 
program and production material purchased but not yet released to the production line. 


The CuarrMAN. Have you by your auditing processes been able to 
be sure that. no automotive costs were improperly allocated to the 
C-119 contract since you set up the audit residency at Willow Run? 

Mr. Sotomon. Under the selective-audit procedure in effect it is 
my opinion that no costs not allocable to defense contracts have 
been reimbursed. 

The Cuarrman. If you had not set up your auditing procedures 
and the same percentage of automobile costs had continued to be 
improperly allocated to the C-—119 contract at Willow Run as was 
done the first 3 months, this would run pretty high, would it not? 

Mr. Sotomon. Yes. 

The CuarrmMan. Under the same proportion, what would it have 
run? 

Mr. Sotomon. In effect you are asking what is 35 percent of $162 
million? I would say it is approximately $56 million. 

The CuarrMan. That is something that the Air Force should be 
commended for, for sending an auditor to the Willow Run plant 
and making sure that the taxpayers of the country were not forced to 
absorb automobile or automotive costs under this. I am delighted 
that you were on the job, Mr. Solomon. 

Mr. Sotomon. Thank you. 

The CHarrMan. In addition to the improper allocations that you 
referred to, have you found any other improper costs being charged to 
C-119 contracts at Willow Run? Ifso, will you briefly describe them 
to the committee? 

Mr. Sotomon. Some, yes; there were additional adjustments during 
the life of the contract. May I say, sir, that the CPFF contracts, in 
those contracts we normally do find, with all contractors, adjustments. 
Did you want a description of some of these? 

The CxHarrMan. Yes, so that the committee will be informed. 
What else did you find that you considered of an improper nature? 

Mr. Sotomon. There was the question of vacation payments, fur- 
ther explanation of vacation payments adjustments, which would be 
personnel working in one division earning their vacation in that divi- 
sion and moving into the aircraft area and being paid in the aircraft 
area and charged to the aircraft. 
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Inasmuch as their earnings, the vacation was actually earned in the 
automotive or other areas, the actual payments should have been 
charged to that phase instead of to defense. 

The CHarrMAN. In other words during the period where they earned 
the vacation, they were working in the automotive section of Kaiser- 
Frazer? 

Mr. Sotomon. Yes, sir. 

The CHarrMan. Then they transferred to the section making 
C-119’s. Then they took the vacation and then there was an attempt 
to charge the cost of the vacation into the cost of the C-119 airplane 
when it should have been properly charged to their automotive section 
which is the period they worked when they got the vacation? 

Mr. Sotomon. Where they earned their vacation. 

Mr. Anton. What is the total amount that was disapproved by you 
for vacation payments? 

Mr. Sotomon. $715,631. 


Kaiser Manufacturing Corp., Willow Run, Mich—Summary of suspended, dis- 
approved, and nonallowable costs, including cost of Edgar Kaiser’s open letter 
published in reply to Senator Styles Bridges—As of Feb. 28, 1958, contract No. 
AF 33(0388)—18481 


Suspended costs: 


Pending proper documentation --_-_-_--_---- : $24, 544. 92 
Pending proper approvals____...__._--- ; 45, 775. 61 
Total suspended coste............. 2... 21... Su Cse-€ $70, 320. 53 
Disapproved costs concurred in by Kaiser: 
Labor: 
Vacation payments - - -- $715, 631. 44 
Other labor costs adjust- 
Bemis 2% ck. Lis ote 213, 885. 95 
—_—_—— $929, 517. 39 
Miscellaneous: 
Payroll taxes__._-_-- _ 100, 829. 63 
Duplicate charges (bur- 
den and direct) - 612, 347. 90 
Other burden adjust- 
WO pa dec in nie be .-. 505, 652. 99 
Direct charges reac- 
counted _ _ _- betbcas 87, 161. 60 
E. Kaiser’s Senator 
Bridges letter__.....-- 4, 864. 65 
—_—_————__ 1, 310, 846. 77 
Total concurred in by Kaiser_._._..__ 2, 240, 364. 16 


Not concurred in by Kaiser: 
Burden adjustments due to sbifting of vaca- 


tion hours in burden bases__.-...------- 350, 281. 29 

Total disapproved costs. .....-.....-.......--- 2, 590, 645. 45 

Nonallowable costs (note 1): 

et, a a ee $1, 362, 267. 76 
Dedication of first C—119 airplane - - - -- - . 61, 620. 65 
Traveling and entertainment expenses__-_-- - - 72, 533. 12 
Miscellaneous expenses-__- - ---- ~~~ --- : 132, 038. 85 

Total nonaligwable odete.....< o6<s< -naeds -waswewebcncct. 1, 628, 460. 38 

Total suspended, disapproved, and nonallowable costs_._._ 4, 289, 426. 36 
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Mr. Anton. Could you explain in this schedule what you mean by a 
disallowance for payroll taxes? Or rather, a disapproval for payroll 
taxes? 

Mr. Sotomon. All payroll taxes incidental to any disallowed or 
adjusted costs had to follow along with the adjusted costs. If we 
eliminated $100 of payroll as nonallowable, and if payroll taxes equal 
5.3 percent of that, we would remove 5.3 percent or $5.30 from payroll 
taxes from aircraft to nonallowable. 

Mr. Anton. In other words, that would be tied in somewhat with 
the vaction payments when you disallowed certain payroll expenses? 

Mr. Sotomon. Yes, sir. 

Mr. Anton. What about the duplicate charges amounting to 
$612,347? What does that consist of? 

Mr. Sotomon. Basically charges that were made indirect charges. 
Being a CPFF contract, claims are made periodically, weekly, month- 
ly, et cetera, as a direct charge to contract, as well as overhead alloca- 
tions. In a stream of recordings quite often the charge will be sub- 
mitted to us for direct reimbursement and also would be found in the 
overhead allocation. These are charges of this nature. 

Mr. Anton. There is an item in your schedule entitled “Edgar 
Kaiser’s Letter to Senator Bridges.” Would you explain to the 
committee why that was disapproved and what that was all about? 
And the amount? 

Mr. SoLtomon. The amount disapproved is $4,864.65, and covers 
Edgar Kaiser’s open letter to the newspaper answering Senator 
Bridges. 

The CuarrMan. In other words, the letter Edgar Kaiser wrote me 
protesting because I issued a public statement, he inserted as a public 
advertisement in newspapers in my State and all over this country, 
and he attempted to charge in to the cost of the C-119 planes? Is 
that correct? 

Mr. Sotomon. A portion of it. 

The CHarrman. What portion? 

Mr. Sotomon. It would probably be about 65 percent. 

The Cuarrman, Why do you suppose he decided 65 percent of the 
attack on me was chargeable to the C-119 planes and 35 percent 
was not? 

Mr. Sotomon. That was based upon the fact that it went into the 
overhead pool. At that time our portion of the allocation within 
that pool was approximately 65 percent. 

The CuarrmMan. It would be rather costly to run airplane contracts 
with companies, for the Air Force, and the taxpayers, if we had to 
be charged for letters to Senators who made comments on the costs 
of producing planes. That is a new wrinkle at least. 

Mr. Anton. In this schedule, Mr. Solomon, there is an item called 
nonallowable costs. These costs are contract costs, is that right? 
Are these costs contract costs or are they not? 

Mr. Sotomon. From an accounting standpoint they are contract 
costs, but not reimbursable. 

Mr. Anton. Listed under these nonallowable costs you have the 
following items: Interest expense, dedication of first C-119 airplane, 
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traveling and entertainment expense, and some miscellaneous expenses. 
As I look at this interest expense, I believe that is interest on RFC 
loans, the Government mortgage on the building, and on the V-loan. 
When the contractors sat down to discuss these with you, what was 
your decision as to the allowability of these costs? 

Mr. Sotomon. That these costs, in my decision, based upon the 
armed services procurement regulations and equitable distribution, 
the fact that these costs were not allowable and the contractor agreed— 
although from an accounting standpoint it was necessary to allocate 
all costs, allocable costs to all projects—that they would book it as 
nonallowable and not claim reimbursement. 

Mr. Anton. What is the total amount that you have disapproved 
or not allowed under this C-119 contract to date? 

Mr. SoLtomon. $4,289,426, which incidentally is over 60 percent of 
their fee. 

Mr. Anton. Would you tell the committee whether or not the con- 
tractor has concurred in these disallowances and disapprovals? 

Mr. Sotomon. Not with all of them. 

Mr. Anton. How much has he not concurred in? 

Mr. Sotomon. $350,000, approximately. 

Mr. Anron. Out of a total of $4,289,426, the contractor has not 
concurred in some $300,000 worth of disallowances, is that correct? 

Mr. Sotomon. That is right, sir. 

Mr. Anton. Did you prepare at the committee’s request a schedule 
showing the original definitized contract amounts for the C-119 con- 
tract, awarded to Kaiser Manufacturing Corp., and itemized subse- 
quent changes in this contract amount which can be inserted in the 
record at this time? 

Mr. Sotomon. Yes. 

Mr. Anton. Would you identify this as the schedule for insertion 
in the record. 

Mr. Sotomon. Yes, sir. 
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Mr. Anton. What was the total amount allotted as of the last 
change order recorded, including spare parts on the contract for 159 
C-119 planes to be produced at Willow Run? And the date of that 
last change order? 

Mr. SoLtomon. $198,722,204.76. 

Mr. Anton. What was the date? 

Mr. Sotomon. April 3, 1953. 

Mr. Anton. Did you prepare for the committee a schedule showing 
the incurred costs of the C-119 plane being produced by Kaiser 
Manufacturing Corp. as of April 30, 1953, which can be inserted in the 
record at this time? Is this the schedule? I would like to have you 
identify it and please give us the total amounts as incurred on April 30. 
That is the schedule you prepared, is it not? 

Mr. SoLtomon. Yes. 


Kaiser Manufacturing Corp., Willow Run, Mich.—Incurred costs and fixed fee 
on C-119F airplanes. Period: Dec. 20, 1951-Apr. 30, 1953—Contract No. AF 
33(038)—18481 


Unit amount 
Total based on 
amount 71.4 ships 
(note G) 


Direct labor hours de &, 409, 287 


Direct labor dollars O10, 456 
Overhead (note A 950, 430 
Material . , 742, 737 


Total 74, 703, 623 
Subcontracting 2, 991, 990 
Engineering and experimental 0 0 
Tooling (note C . 3, 344, 506 , 898 
Preproduction (note D) 21, 269, 293 

Total “ 34, 613, 799 , 787 
Administrative and home office 882, 001 , 375 
Fixed fee (note E ha 3, 171, 645 , 421 


Total cost at KMC to Air Force (note F 363, O58 4 , 925 
Fairchild cost under technical assistance agreement (amount supplied by 
H. M. Devlin 3, 708, 468 51, 939 


lotal cost to Air Force (note H : 154, 071, 526 , 157, 864 


NOTES 

A. Includes fixed costs as follows: Depreciation and amortization, $916,073.32; taxes and insurance, 
$622,041.97; total, $1,538,115.29 

C. Includes $1,563,043.49 cost of completed tools purchased for Fairchild Aircraft division, Chicago, Ill. 

D. Includes termination costs applicable to terminations of tooling ordered for Fairchild Aireraft division, 
Chicago, Il. Total termination costs on Fairchild tooling amounted to $569,301.06 

E. Fee computation (in accordance with Mr. Devlin’s instructions) 

Equivalent airplanes 71.4 =“ 

rotal airplanes i590 14.906 percent 

44.906 percent X $7,062,854 =$3,171,645.22 
Does not include evaluation of portion of additional fee on engineering changes covered by contract change 
notices No. 10 and No. 12. 

F. The total costs and fee of $150,363,058 shown above does not include the cost of major assemblies, sub- 
assemblies, and primary parts supplied by Fairchild Aircraft division under a technical assistance agree- 
ment. It is estimated that the initia! 14 ship sets of components and priming parts reduced the Willow 
Run on-site task by 4.57 equivalent airplanes, while the additional 16 ship sets of priming parts reduced the 
Willow Run on-site task by 3.68 equivalent airplanes, or a total of 8.25 equivalent ships for the 39 ship sets 
of components and priming parts. The evaluation of the equivalent ships supplicd by Fairchild is appli- 
cable to the equivalent ship completion shown above. 

G. The figures of 71.4 for equivalent ships completed does not include an evaluation of the following 
costs 

(a) Subcontractors’ costs representing on-site subassemblies which have not been released to the pro- 
duction line. 

(6) Subcontractors’ costs representing subassemblies and in-process work still in the subcontractors’ 
plants. 

(c) Productive material released to the production line upon which no productive labor had been incurred. 

With the time limitations imposed it has not been possible for either the contractor or the auditor to evalu- 
ate these costs in the computation of equivalent airframes completed. 

H. It will be necessary to further consider the effect of qualifications (F) and (G) above on the average 
units cost to the Government of $2,157,864. 








128 AIRCRAFT PROCUREMENT 


(Complete schedule appears as appendix A.) 

Mr. Sotomon. The schedule covers total incurred expenditures and 
fixed fee on C-119 of airplanes from the period December 20, 1951, 
through April 30, 1953, contract No. AF-33(038)18481. It shows 
direct labor hours—— 

Mr. Anton. It is not necessary to make a detailed explanation. 
Just give the totals, please. 

Mr. Soromon. Total cost at KMC Air Force, note F, $150,363,058. 
Added to that is Fairchild cost wader technical assistance agreement, 
and the amount supplied by Mr. Devlin, $3,708,468. 

Total cost to the Air Force, with qualification note H, $154,071,526. 

Senator FLanpers. May I ask a question, Mr. Chairman? 

The CuatrMan. Certainly, Senator Flanders. 

Senator FLanpgers. This computation does include costs of special 
tooling and nonrecurring expenses so that I presume the Kaiser-Frazer 
Co. would feel it is unfair to divide that total with its nonrecurring 
expenses into the current production? 

Mr. Sotomon. That is right; sir. 

Senator FLanprers. Or what has been produced to date. 

Mr. Sotomon. That is right; sir. 

Senator FLanpers. I think we have to keep that in mind in all fair- 
ness to a company whose records are not particularly palatable. I 
would like to ask one other question. Of the machine tools, which is 
different from this tooling—this tooling is special tooling for the plane 
itself? 

Mr. Sotomon. Jig fixtures and detailed tooling. 

Senator FLanpers. Dies and things of that sort. There is, in 
some of the previous testimony we had, mention made of items of 
machine tools which came, I presume, from a pool in the possession 
of the Air Force. Are those machine tools now the property of 
Kaiser-Frazer, or were they rented or what is their status? 

Mr. Sotomon. They are the property of the United States 
Government. 

Senator FLanpers. They still remain so? 

Mr. Sotomon. Yes, sir. 

Senator FLanpers. Is there any charge made for their use? 

Mr. Sotomon. No, sir. 

Senator FLanprers. So that they have free use of those tools? 

Mr. Sotomon. Under our contract. 

Senator FLanpers. Does the Fairchild Co. similarly have free use 
of Government-owned machine tools? 

Mr. Sotomon. I would assume so, sir. 

Senator FLANpers. So that in all probability, so far as you know, 
the two companies are on an even basis as far as that is concerned? 

Mr. Sotomon. On the machine-tool usage. 

Mr. Anton. Mr. Solomon, would you please confine your answers 
to the questions. I would like to ask you if this is not true: that the 
schedule indicates 71.4 C-119 planes completed at Willow Run as of 
April 30? 

The CHarrMan. By the way, Mr. Solomon, we want you to say 
anything that you think is pertinent to the situation. Mr. Anton 
does not mean to shut you off on that. He just means that we are 
trying to cover as much ground as we can this morning, therefore 
your answers, saying what you wish, should be as brief as possible. 
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You may say anything that you wish, but make it pertinent. Is 
that right, Mr. Anton? 

Mr. Anton. That is exactly what I meant. 

Does this mean that of these 71.4 airplanes as of April 30—and 
we are talking now about equivalent planes, is that right? 

Mr. Sotomon. Yes, sir. 

Mr. Anron. Does this mean that the Air Force has accepted this 
number? 

Mr. Sotomon. No, sir. 

Mr. Anton. Would you explain that? 

Mr. SoLtomon. The equivalent aircraft indicated here covers both 
completed and inprocess aircraft. 

Mr. Anton. Of these completed and inprocess aircraft amount- 
ing to 71.4 planes, how many of these equivalent planes that have 
been produced have been supplied by Fairchild in equivalent parts? 

Mr. Sotomon. It is estimated that equivalent airframe parts sup- 
plied by Fairchild equals approximately 8.25. 

Mr. Anton. That means that with the parts supplied by Fair- 
child equaling 8 equivalent planes, that as of April 30, for $154 billion 
Kaiser-Frazer has actually produced only 63 planes. Is that not 
correct? 

Mr. Sotomon. 8.25 from 71.4 would equal 63.15. However, the 
interpretation as to whether 63.15 is produced only at Kaiser-Frazer 
eliminates, in effect, the subcontractor, treating Fairchild as a sub- 
contractor. We have other subcontractors where we do take into 
consideration the equivalent airplanes that they are producing. It 
is open to question. 

Mr. Anton. Did you prepare a schedule for the committee show- 
ing incurred costs, the open commitments, and the difference between 
contract estimated costs and open commitments and a summary of 
these various dates with respect to the C-119 contract at Willow 
Run which can be inserted in the record at this time? 

Mr. Sotomon. Yes, sir. 


Kaiser Manufacturing Corp., Willow Run, Mich.—Incurred costs and commitmenta— 
Planes—Contract AF 33 (038)-— eet 


As of— 


\— _ —— ———— —— 


| 
Jan. 31, 1952 July 31, 1952 | Oct. 31, 1952 Feb. 28, 1953 | Apr. 30, 1953 
| | j 





| | 


Estimated costs per contract— | 
_.----| $168, 583, 126 | $169, 608, 126 | | $100, 608,126 | $179, 879, 706 | $170,572, 706 





Incurred costs (note) - - 42, 845, 259 1s ~ 86, 00 006, 520 | 108, 666, 172 136, 493, 268 150, 363, O58 


Open commitments cme 27, 474, 479 22, 097, 499 25, 652, 996 | | 25, 554, 342 19, 596, 179 


i 
Total incurred costs and yo | 94 
| 
| 


[Sereno — |—— aeeeneote 


134, 319, 108 | 162, 047, 610 | 169, 959, a7 


ae 


| 
5, 289, 018 17, 582, 186 9, 620, 559 


open commitments 70, 319, 738 | 108, 104, 019 





Difference between contract esti- : 
mated costs, incurred costs, 
and open commitments... _. 99, 263, 388 61, 504, 107 





Nore.— Does not inelude Fairchild costs incurred under technical assistance agreement. 


Mr. Anron. Would you briefly explain what this schedule is about? 
Mr. Sotomon. At the request of the technical staff of the committee 
a schedule was prepared as of five different dates—January 31, 1952, 
July 31, 1952, October 31, 1952, February 28, 1953, and April 30, 1953, 
indicating thereon the estimated costs per contract for planes ‘alone. 
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The planes would be all costs other than spares. Also incurred 
costs to date, open commitments. Also total incurred costs and open 
commitments, and the difference between the contract estimated 
costs and incurred costs and open commitments. 

Mr. Anton. Have any shop practices come to your attention under 
this C-119 contract at Willow Run which could result in excessive 
costs to the Government? 

Mr. Sotomon. Yes. 

Mr. Anron. At this point the committee has a copy of a report on 
conditions causing excessive costs, signed by you, and addressed to 
the Auditor General, United States Air Force, Detroit, Mich. 

Would you verify that as the document, with your signature? 

Mr. Sotomon. Yes, sir. 

Mr. Anton. This is dated February 25, 1952. 

Senator FLanpEeRs. May I say that when you asked the question 
I thought you said ‘“‘shop practices.” 

Mr. Anton. I said s-h-o-p, and not s-h-a-r-p. 

Senator FLanpers. There are differences in pronunciation in differ- 
ent parts of the country. I just wanted to make sure that we under- 
stood that it was shop practices. 

(The report above referred to follows:) 


DEPARTMENT OF THE AIR FORCE, 
ComMPpTROLLER, AUDITOR GENERAL, 
Willow Run, Mich., February 25, 1952. 
Subject: Report on conditions causing excessive cost. 
To: Auditor General, USAF, Headquarters, Central District, West Warren and 
Lonyo Avenues, Detroit 32, Mich. 


1. Purpose of report 


In accordance with the provisions of AFR 175-6, details as to certain unsatis 
factory conditions noted at Kaiser-Frazer Corp., Willow Run, Mich., are sub- 
mitted. It is believed that the conditions commented upon have resulted and, 
unless corrected, will continue to result in excessive cost to the Air Force. In 
the following paragraphs unsatisfactory conditions have been classified as to 
the cost element which is directly affected. 


2. General 


The Air Force contracts affected are held by Kaiser Manufacturing Corp., 
a wholly owned subsidiary of Kaiser-Frazer Corp. Kaiser Manufacturing Corp. 
has the same officers, directors, and general offices as the parent company but 
has no physical assets or facilities, and is completely dependent upon the parent 
company for the organizational structure required for the performance of defense 
operations. Kaiser-Frazer Corp., as subcontractor to Kaiser Manufacturing 
Corp., performs all of the necessary manufacturing and administrative services 
including keeping the required books, records and accounts and the preparation 
of public voucher reimbursement requests. 

As shown by exhibit A, Kaiser-Frazer Corp. is the subcontractor to its wholly 
owned subsidiary, Kaiser Manufacturing Corp., for the procuction of C-119F 
airplanes and a subcontractor to Chase Aircraft Co., Inc., for the production of 
C-123 airplanes. Kaiser-Frazer Corp. owns 49 percent of the common stock of 
Chase Aircraft Co., Inc., which is believed to constitute the largest single holding. 
Kaiser Manufacturing Corp., is also a major subcontractor to Boeing Aircraft Co. 
and a prime contractor to the Navy for work to be performed at the Richmond 
(Calif.) Machining! Division. By agreement Kaiser-Frazer Corp. will provide the 
facilities, personnel, and organization necessary to perform the work. 

The comments and conditions outlined in successive paragraphs are restricted 
to operations at Willow Run, Mich. 
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8. Labor 

(a) Idle time of hourly rated aircraft employees.—Plant tours and floor checks by 
members of the Auditor General’s resident office have disclosed that aircraft 
employees are being paid for idle and nonproductive time as summarized below: 


Number of — 
employees my layer 
e 10 ss 
tested estimated 


Shift 


Period of test Work description of employees tested sented 


Jan. 28 to Feb. 1, 1952 Selected direct labor crews in aircraft | Day 60. 1 
area 

Feb. 15, 1952 Direct production workers in aircraft Afternoon 43. 5 
area, 


Additional tests of selected labor crews have disclosed that the rate of idleness 
ranges from 30 to 80 percent of the total crew assigned. 

At the present time the average straight time hourly rate for aircraft workers 
is approximately $1.99 per hour excluding fringe benefits approximating $0.15 per 
hour. It has been estimated that since the inception of aircraft production, labor 
charges by hourly rated employees applicable to Air Force contracts approximate 
$10 million. 

Since general plant overhead is allocated to the contracts on a labor-hour 
basis, the existence of idle time by aircraft workers results in the allocation of 
additional overhead to Air Force contracts. The general plant overhead rate 
based upon the most current data available approximated $1.69 per aircraft 
labor hour. 

On January 21, 1952, the resident auditor advised the AF plant representative 
of the existence of idle time (exhibit B). On the same day the AF plant repre- 
sentative advised the contractor’s executive vice president and general manager 
of the conditions disclosed by the resident auditor (exhibit C). No formal 
reply had been received to date. The subject of idle time was discussed by the 
AF plant representative with the resident auditor on February 1, 1952. 

Some effort has been made by the contractor to reduce the number of aircraft 
employees as shown by the following summary: 


Number of employees 


Aircraft Employees 

common to 
| aircraft 

Hourly | and auto- 
motive 
: ; opera- 
Direct Indirect |} tions! 


Total 
plant 
———_______— — Salary Together 


Dec 1, 847 795 506 3, 238 , 516 12, 915 
Feb. 1, 1952 2, 805 827 835 4, 467 7, 538 | 15, 969 
Feb. 11, 1952 2, 490 806 874 4,170 . TOL | 15, 696 
Feb. 15, 1952 1, 975 701 900 3, 576 , 800 15, 191 


1 Includes employees whose time may be charged directly to Air Force contracts, directly to automotive 
operations, or alloeated to aircraft and automotive operations on a labor-hour basis. 


It will be noted that the number of aircraft employees has been reduced ap- 
proximately 20 percent since February 1, 1952 (the date of the meeting of the 
resident auditor and the AF plant representative), at which time the contractor 
reached the highest level of aircraft employment. Despite the indicated reduc- 
tion, a floor check conducted on February 19, 1952, in 2 aircraft departments re- 
vealed that approximately 52 percent of the employees were idle. One foreman 
stated that he had been advised by his supervisor to send unassigned employees 
to school. The statement was also made that some of the employees had pre- 
viously attend the school and did not desire to retake the course. 

(b) Manual adjustment of clock cards.—A payroll audit conducted by the resi- 
dent office staff of the clock cards for aircraft workers for the weeks ended June 10 
and June 24, 1951, disclosed that approximately 63 percent of the clock cards 
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examined required manual recordings by the foreman due to failure of employees 
to punch “in” or “out.” Certain of the clock cards involved have been repro- 
duced and are included as exhibit D. As part of the payroll audit it was noted 
that several time clocks had been tampered with to permit leaving in advance of 
the scheduled departure time. 

Unfavorable conditions noted were referred to the AF plant representative on 
July 2, 1951 (exhibit E). The action taken by the AF plant representative and 
the contractor is indicated in exhibit F. 

A subsequent review of clock cards for the week ended January 13, 1952, re- 
vealed that approximately 16 percent of the 12,381 clock cards examined required 
manual adjustment to determine pay hours. The following is a brief summary of 
the reasons advanced and the hours involved: 


Reason | Clock cards | Hours 
Failure to ring clock cards ; F 644 | 5, 458 
New hires and rehires not ‘“‘clocking” in. _..........-.--.--.---- 505 4, 012 
Sick leave approved - - Seige prbad siwesthnnondastietan-endaicn| 871 2, 895 
Out of plant on company business . ant ennrtibset oe + 50 | 1, 733 
Absent time and overtime approved a s“‘ring failures’”’ for union representatives 25 | 901 
Other ROLE bait ckeMeekh ES ee SS sey Re Late 390 | 1, 535 
NE Deli ciao emt dndnticpn- «a4 tribe ttetiet. ce tenbhioet 1, 985 | 16, 534 
| 





The existence of a substantial proportion of manual adjustments was disclosed 
in a letter from the resident auditor to the vice president and controller dated 
January 18, 1952 (exhibit G). The subcontractor’s reply is included as exhibit H. 

(c) Supervisory employees in allocable departments charging time directly to Air 
Force contracts.—The subcontractor’s time and payroll manual states that super- 
visory and staff employees shall charge their time to an expense account the 
total of which is allocated to defense and automotive operations on a labor hour 
basis. Despite the instructions issued and the work undertaken by the subcon- 
tractor to review the time charges from salary payrolls for the period January 
through August 1951, 26 of 33 supervisory and staff employees in one department 
reviewed on February 4, 1952, had continued to charge time directly to Air 
Force contracts and/or automotive operations. As a result of the test made on 
February 4, 1952, the subcontractor has agreed to review all salary payrolls for 
the period January 1951 through January 1952. 


4. Tooling 


(a) Rework of defective or unusable tools—The design and tool fabrication cost 
incident to the production of the C-119—-F airplane is estimated to exceed $15 
million. Designing and tooling will, for the most part, be purchased from outside 
vendors. Of this amount, approximately $9,670,000, had been recorded up to 
January 31, 1952. 

A preliminary survey of selected tools by a representative of Air Materiel Com- 
mand indicated that approximately 95 percent of the tools received would require 
some reworking. The principal reason cited by Kaiser-Frazer Corp. for the 
amount of rework is the failure of Fairchild Aircraft Division of Fairchild Engine 
& Airplane Corp. to furnish complete information and adequate technical assist- 
ance as part of the mobilization (Omaha) plan and under the technical assistance 
agreement. 

To February 19, 1952, the indicated rework costs evidenced by purchase orders 
issued by Kaiser Manufacturing Corp. are as follows: 


oe of 

purchase 

orders Amount 

Approved by contracting officer .____.............-.--.--- eihanip tin dichpeuh oto 3 $150, 000 

Presented by KMC but not yet approved_._...........-.-- geen Mian biel 2 100, 000 
WI adbdds coe deh inimeniine rendactornctehrsdinwendmaeel 5 250, 000 
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The amount shown should be considered as a minimum since it may be increased 
by subsequent purchase order changes. It is believed that the total amount of 
rework costs to be paid outside vendors may exceed $1 million. 

The amount of $250,000 does not include the cost of material and labor expended 
by Kaiser-Frazer Corp. in reworking the tools or the cost of the engineering review 
necessary to determine the nature and extent of the work which must be done. 
The amount of such costs incurred cannot be readily ascertained since rework 
costs are not segregated in the detail cost records. 

The failure of the subcontractor to establish an adequate system to permit 
identification and segregation of rework costs incurred as a result of faulty work- 
manship was reported in joint audit survey No. 11 dated December 18, 1951, and 
by a letter from the resident auditor to the AF plant representative dated February 
4, 1952 (exhibit I). The joint audit survey was signed by the subcontractor’s 
director of accounting systems and auditing and a member of the Auditor General’s 
resident office staff. The AF plant representative transmitted the information 
contained in the letter dated February 4, 1952, to the subcontractor on February 5, 
1952 (exhibit J). On February 7, 1952, the subcontractor’s vice president- 
manufacturing replied (exhibit K) to the AF plant representative indicating that 
a procedure was in process of formulation—some months after the tools had been 
received. 

(b) Duplicate tool design and fabrication.—In an effort to expedite the produc 
tion program, it is known that duplicate orders were placed for tool design as wel! 
as tool fabrication. The amount involved is not definitely known but is believed 
to exceed $400,000. The existence of duplicate tool fabrication was acknowledged 
by a representative of the contractor in a letter dated February 8, 1952, to the 
contracting officer (exhibit L). 

5. Material 

Obsolescence of production parts.—An indication of the extent of obsolescence of 
parts may be gained from the following summary: 

Purchased parts_____-_- (BUOY 3 : 800 
Parts fabricated by subcontractor (Kaiser-Frazer Corp.) é 000 

Totaiu civ. SG } ; _ 1,800 
Less parts reinstated ‘ ; ab 100 


I ie ea : wa _ 1,700 


The cost of the parts cannot be readily ascertained since complete information is 
not available from the subcontractor’s records. 

The obsolescence loss does not include the cost of minor changes to certain parts 
or the engineering, purchasing, accounting, and clerical cost involved in processing 
approximately 5,000 design changes or the possible tooling termination costs 
resulting from such changes. Since January 1, 1952, over 250 engineering changes 
have been received which affect the first airplane which was originally scheduled 
for completion in September 1951. 

The existence of obsolescence was brought to the attention of the subcontractor 
in joint audit survey No. 1 dated September 18, 1951 (exhibit M) which was 
signed by the subcontractor’s director of accounting systems and auditing and 
a member of the Auditor General’s resident office staff. A reply to the condition 
indicated has not yet been received. 

It appears that the major portion of the loss due to obsolescence can be attti- 
buted to the following factors: 

(a) Incomplete and outdated information in the mobilization (Omaha) plan 
bill of materials. 

(b) Lack of effective cooperation and assistance from the design agent (Fair- 
child Aircraft Division) under the technical assistance agreement. 

(c) Placing of purchase orders in advance of ascertaining the effect of engineer- 
ing changes. 


6. General 


(a) Possible additional cost ot the Air Force resulting from 90 percent guarantee 
of 5 percent V-loan of $25 million obtained by Kaiser Manufacturing Corp.—Kaiser- 
Frazer Corp. has, by the terms of their agreement with Kaiser Manufacturing 
Corp., undertaken the subcontract operations ‘on a no profit or loss basis” 
(article V). In the event that disallowed costs exceeded the fee, which approxi- 
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mates $8 million for the C—119, earned by Kaiser Manufacturing Corp., a possibility 
might arise wherein the Air Force would be asked to absorb the net loss. At 
February 19, 1952, Kaiser Manufacturing Corp. had borrowed $23 million. The 
annual interest on the amount borrowed will exceed $1 million. 

(b) Arbitrary and unsupported changes of account distribution on basic accounting 
documents.—In the examination of material requisitions, foreman’s crew (time) 
sheets and vendor’s invoices, numerous instances have been noted wherein the 
original account distribution indicating a charge to automotive or allocable 
expense accounts had been changed to indicate a charge to allocable expense or 
direct aircraft accounts. No working papers or explanations were available to 
support the change. 

(c) Compensation to union representatives—In the union agreement the sub- 
contractor has agreed to employ nonworking union representatives in such 
capacities as shop stewards, regional stewards, union officers and members of the 
bargaining committee. The total wages paid to such employees for the year 1951 
exceeded $600,000 of which approximately 50 percent would be allocated to Air 
Force contracts. 

It was noted that the earnings of one union representative for the year 1951, 
were slightly less than $18,000. One of the factors which makes possible this 
high level of earnings is the terms of the union contract which states that the union 
representative is entitled to overtime pay if the employees he represents work 
overtime and he is not given the opportunity to elect to work overtime. In the 
weeks tested by a member of the Auditor General’s resident office staff this 
election was not presented the union representative who was accordingly paid 
overtime to the extent worked by the employees under his jurisdiction. 

The union contract also provides for plant-wide seniority. In the event of any 
reduction in force at least two undesirable conditions can result: 

(1) A foreman will revert to worker status with union privileges. This condi- 
tion tends to reduce the effective supervision exercised by the foreman. 

(2) A redistribution of jobs is necessitated resulting in increased cost due to 
operational ineffectiveness arising from shifting, training, and relocating the 
remaining employees. 

7. This report is submitted with the object of effecting corrective action upon 
unsatisfactory conditions which result in excessive costs to the Air Force. 


SipneEy C. SoLomon, 
Resident Auditor, USAF. 
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Mr. Anton. In this report you reported that it is believed that 
conditions commented upon have resulted, and unless corrected will 
continue to result, in excessive cost to the Air Force. 

This report is dated February 25, 1952, more than a year ago. [| 
would like to have you explain first of all under this item of labor what 
you mean by “idle time of hourly rated employees,” and approxi- 
mately what the percentage of idle time was at that time. 

Mr. Sotomon. May I see that? 

The interpretation of “idle time” is employees apparently not 
working. 

Mr. Anton. What was the percentage that you determined? 

Mr. Sotomon. For the period January 28 to February 1, based on 
selective test, 60.1. On February 15, 43.5. 

Senator FLanpers. Mr. Chairman I would like to ask a question 
at this point. 

The CuHarrMaNn. Senator Flanders. 

Senator FLanpsrs. I want to ask it in all fairness to the Kaiser- 
Frazer Corp. I would like to ask if in Mr. Solomon’s judgment, when 
you were shifting from a product and making as radical a shift as is 
that from automobiles to airplanes, whether a considerable amount 
of idle time might not be excused. 

Mr. Sotomon. It is normally to be expected. 

Senator FLanpers. Particularly in view of the necessity for hold- 
ing a force together. You cannot throw the men out on the street 
during that time and expect to rehire them. 

So that I would think that the percentage of idle time might rea- 
sonably be expected to be fairly high. 

Mr. Sotomon. That is right. Whether it is far too high is not the 
question. 

It is just a question of degree, sir. That was our interpretation. 

Mr. Anton. Reading from the record, would you indicate if this is 
correct: 

On the 2ist of January, according to your report, you brought this 
to the attention of the contracting officer. On the same day he 
brought the matter to the attention of the Kaiser-Frazer officials. 
This report was written as of February 25, which is more than a 
month later. You indicated in the report that no reply has been re- 
ceived to date from the management. 

Is that correct? 

Mr. Sotomon. As of that date. 

Mr. Anton. Under another item you have manual adjustment of 
clock cards. What does that mean? 

Mr. SoLtomon. Any adjustment necessitated by a failure to actually 
ring the clock at the clock station, or failure of the clock. 

Mr. Anon. Did you find anything wrong in the manner in which 
employees were punching time in and out at this plant? 

Mr. Sotomon. At that stage, yes, sir. 
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Mr. ANTON. Just what did you find? Were there employees who 
were punching cards for other employees, for example? 

Mr. Sotomon, Yes, sir. 

Mr. Anton. Were there employees who were not present 

The CuarrMan. When you say there were other employees punching 
cards for other people, you meant that that was falsifying records so 
that people who were not present would be getting ‘paid? Is that 
right? 

Is that what you inferred? 

Mr. Sotomon. That is a possibility, sir. It could be that, Willow 
Run being a large plant and parking at various places, that one 
individual would ring out a group of them at the clock station and the 
other ones would go out, being closer to their cars, and leave earlier 
so they would not have to wait to ring out. 

The CHarrMan. In other cases it could be somebody who was being 
paid for not being there and falsifying, or it could be just cutting 
corners, which would not be as serious an offense. 

Mr. Sotomon. Yes, sir. 

Mr. Anton. Would you identify these exhibits showing that the 
cards were being manually taken care of, rather than being punched 
out, for the record? 

Mr. Sotomon. Yes, sir. 
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Senator FLanpers. I want to compliment the chairman and Mr. 
Anton on that phrase, manual adjustment of clock cards. It is a 
beauty. 

Anton. There is just one other item in this report I would lik: 
to bring out. -It isa very lengthy report. We could go on for a long 
time. What about this item of duplicate tool design and fabrication? 
Does that mean that they were purchasing duplicate tools or fabricat 
ing tools in duplicate sets? Just exactly what was that that you 
discovered? 

Mr. Sotomon. There was a possibility that tools were being dupli 
cated. 

Mr. Anron. Were they or were they not? 

Mr. Sotomon. The matter is still under review inasmuch as there 
are 20,000 to 30,000 tools. Until the tooling department is complete 
and we can get an overall run on it, we cannot arrive at a final deter- 
mination. It is evident that a certain amount of duplication has 
occurred. 

Mr. Anron. It is evident that a certain amount of duplication has 
occurred, What is the amount of that, approximately, that you be- 

ieve to be a correct figure? 

Mr. Sotomon. At that time my estimate was approximately 
$400,000, as I reeall it. But, gentlemen, it is strictly an estimate 
I have no factual information to support it until our review is com- 
plete. 

Mr. Anton. In other words, you are reviewing the matter now 
but the estimate that you arrived at is some $400,000? 

Mr. Sotomon. Yes, sir 

Mr. Anton. It could go higher, could it not? 

Mr. Sotomon. Yes, sir 

Mr. Anron. You have another item here which is about supervisory 
employees in allocable departments charging time directly to Air 
Force contracts. Would you explain that, please? 

Mr. Sotomon. Based upon the agreed method of distribution of 
payrolls, agreed between the Air Force and Kaiser-Frazer, certain 
individuals in a supervisory capacity were not complying with that 
procedure or making direct charges to the Air Force contracts instead 
of to the allocable pools. The contractor corrected the situation as 
it was brought to his attention. 

Mr. Anton. There is another item that you refer to here entitled 
“Obsolescence of Production Parts.’”” What does that mean? 

Mr. Soromon. Due to engineering changes a considerable amount 
of parts would be obsolete. It was evident at that time that a certain 

group of parts were obsolete, that had been procured. Whether the 
obsolescence occurred because of the engineering changes or not was 
not a matter within the scope of the Auditor General and it was 
brought to the attention of the procurement people to investigate. 

Mr. Anton. The last item that vou discuss in vour report is possible 
additional cost to the Air Force resulting from 90 percent guaranty of 
a 5 percent V-loan in the amount of $25 million obtained by Kaiser 
Manufacturing Corp. I am wondering about how that could come 
about. Would you explain that? 

Mr. Soromon. Through nonallowable and disapproved costs 
resting within the Kaiser Manufacturing Corp. books, when the total 
amount of disallowed and nonallowable costs exceeded the amount of 
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the fee there would be a loss, and the capitalization at that time was 
only $250,000 of the Kaiser Manufacturing Corp. 

Mr. Anron. The capitalization was $250,000 at that time, is that 
not correct? 

Mr. Soromon. Yes, sit 

Mr. Anton. There was a possibility that the disallowed nonallow- 
able costs could exceed the fee which is roughly some $7,000,000. In 
the event that it exceeded the fee then would the Gove rmment have 
been liable for the excess, or could the contractor have requested that 
the Government pay the excess? 

Mr. Sotomon. I doubt whether the contractor could. It is a legal 
matter but I doubt whether the contractor could have requested the 
Government. But in case of bankruptcy the Government had 
guaranteed the loan. The Air Force had guaranteed the loan. 

Mr. Anron. So, therefore, with this $25,000,000 loan which the 
Air Force had guaranteed up to 90 percent, at this point the Govern 
ment stood to lose still oe ably another $18 or $20 million, depending 
upon how much of the V-loan had been used; is that not correct, had 
bankruptcy occurred? 

Mr. Sotomon. That isa possibility. However, procurement people 
immediately insisted upon additional capitalization to safeguard that. 

Mr. Anron. Upon receiving this report from you is that what 
they did? 

Mr. Sotomon. I do not know whether it was upon receiving this 
report or not, but subsequent to the period of the issuance of the report 
procurement did insist on additional capitalization. 

Mr. Anton. Do you know what the amount of this capitalization 
requested by the Air Force is? Do you know what the amount of it 
was? 

Mr. Sotomon. It is my understanding it was an additional $5 mil- 
lion going into the Kaiser Manufacturing Corp. 

Mr. Anton. Is it not true it was to be supplied by March 31 of this 
year? 

Mr. Sotomon. The details I am not familiar with. 

Mr. Anton. Do you know whether or not it was prior to the Willys’ 
so-called deal? 

Mr. Sotomon. The additional capitalization? I think so. 

Mr. Anon. In other words, it had not been supplied prior to the 
consummation of the Willys-Overland- 

Mr. SoLtomon. It had been supplied in part. 

Mr. Anton. In part? 

Mr. Sotomon. Yes, sir. 

Mr. Anron. The committee also has another report that you sub- 
mitted to the Auditor General, and this report has to do with utiliza- 
tion of manpower. Would you please identify this for insertion in 
the record. 

(The report is as follows:) 

DeEcEMBER 5, 1952. 
From: AFAUDMC-ID-KW 
Subject: Utilization of manpower. 
To: CERKC, 

1. Reference is made to a previous discussion in your office on October 13, 1952, 
on the subject of a proposed adjustment to reimbursable cost for idle manpower, 


and to a subsequent conference with the contractor’s representatives, Mr. John 
Hallet and Mr. C. M. Hollis, attended by Lt. Col. R. C. Ulrey, Capt. ‘H. A. 
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Chance, and myself at which information relative to the proposed adjustment was 
verbally submitted to the contractor. On the following day, October 14, 1952, 
Capt. H. A. Chance verbally requested from this office a summary of this infor- 
mation, by month, for the use of the contractor. The information was supplied 
by this office, by phone. Attached to this letter is a summary schedule of this 
information, by month, for the 10-month period through September 1952, for 
your record, 
2. This office requests written notification of the action contemplated by the 
contracting officer on this subject. 
For the Auditor General: 
Sipney C. Sotomon, 
Resident Auditor, USAF. 


Schedule of adjustment for idle time—Dec. 1, 1951—Sept. 30, 1952 


| 
| Adjustment 


Month 
Amount at 


Idle hours $1.96 


= , . . : } 
| 


December 1951 ond - os 123, 874 $242, 793 
January 1952 aie : 2 | 197, 580 387, 257 
February 1952 : : 166, 979 | 327, 279 
March 1952.._..__-. iis . ; 129, 274 | 253, 377 
April 1952___...__._- ; ; 113, 568 | 222, 593 
May 1952.____- A ; ek eee 101, 511 | 198, 962 
June 1952 ; . males d ; oval 130, 724 | 256, 219 
July 1952 ; i —_ oeadne pase 145, 899 285, 962 
August 1952 weak aiid awa ae Case -~ 150, 991 295, 942 
September 1952 : : . seu ewets 313, 880 


Total. pices Lrdpbbhbicadbddbhdbnaavtteakekia 2, 784, 264 


DEcEMBER 29, 1952. 
Utilization of Manpower 
AFAUDMC-ID-KW CERKC 

1. This is in reply to your R and R dated December 5, 1952, subject as above, 
wherein you requested the written notification of the action contemplated by the 
contracting officer on this subject. 

2. At the present time the undersigned contracting officer is withholding pay- 
ment to the contractor in excess of $1 million which represents costs incurred in 
performance of contract AF 33(038)—18481, for direct and indirect labor. This 
money is withheld pending submission of a written report from the contractor 
requested in a meeting of December 2, 1952, wherein the Kaiser-Frazer Corp. was 
requested to establish an idle time account and submit in written form what 
action they had taken to relieve the idle manpower situation and what action was 
contemplated by that company to further correct the existing idle time situation 
as it now appears. Upon receipt of that letter the contracting officer will review 
the action made by the contractor and at that time it will be decided whether or 
not an attempt will be made to withhold funds which might be caused by apparent 
excess idle time. 

Harry A. CHANCE, 
Captain, USAF, Contracting Officer. 


KAIseER MANUFACTURING CorpP., 
Willow Run, Mich., December 31, 1952. 
Subject: Utilization of manpower. 
To: Air Foree Plant Representative, Central Air Procurement District, Kaiser 
Manufacturing Corp., Willow Run, Mich. (Attention: CERKC). 
Reference: Meeting of November 26, 1952, representatives of United States 
Air Force and Kaiser-Frazer Corp. 
At the above-referenced meeting which was attended by Air Force and Kaiser- 
Frazer representatives and by Mr. McEachren, of Touche, Niven, Bailey & 
Smart, you requestec Kaiser-Frazer to do two things as follows: 
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( 


(a) Submit a report covering the subject, ‘“‘What has been done to reduce 
apparent idle time?” 

(b) Establish in the chart of accounts an idle-time account. 

With respect to the first of the above requests, please be advised that Kaiser- 
Frazer has taken the following important steps to reduce the amount of non- 
productive time: 

(a) Reduced substantially and selectively the number of personnel employed 
at Willow Run. 

(b) Restricted the hiring program to certain relatively scarce skills. 

(c) Determined by analysis that a substantial percentage of the production 
difficulties can be traced to factors affecting the flow of operations and work 
through division No. 200, machining and fabricating division. 

(d) Set up detailed procedures to expedite the finalizing of engineering data, 
especially as regards changes. 

(e) Lent every assistance to subcontractors to insure earliest possible delivery 
of acceptable components and repair of defective components (wing panels, 
booms, and so forth). 

(f) Taken necessary steps to eliminate bottlenecks noticed by themselves or 
called to their attention by Air Force personnel. 

(g) Selected a production advisory group from their most qualified and ex- 
perienced personnel, The group is devoting a substantial portion of their time 
to difficulties manifested in division No. 200. They are to foresee and forestall 
problems which otherwise would develop in division No. 200, and/or in other 
divisions. 

The group is comprised of the following: 

T. F. Riddle, plant manager 

©. E. Johnson, manager, production planning 

C, B. Bjornson, temporarily assigned from K-F Richmond machining division 
J. B. Eley, manager, production control 

C. W. Snowden, director of quality 

A. V. Fant, chief tooling engineer 

R. Sturdevant, Superintendent, machining and fabricating 

(h) Made arrangements for Mr. Dean Hammond, who is eminently qualified 
by education, background, and experience, to work with and analyze the activities 
of the group. 

(j) Made every effort to expedite the completion of all tooling, and where 
indicated by recent developments, to rearrange and/or modify existing tooling. 

(k) Instituted on-the-job as well as formalized training procedures. 

(lt) Taken every step possible to expedite FAD’s compliance with the technical 
assistance agreement. 

(m) Expanded their material and tool expediting program. It is believed 
that each of the above is a step in the right direction. It is anticipated that the 
end result of the several coordinated actions will be a steady flow of production in 
conformance with our current schedule, 

Keeping in mind that manpower utilization in any industry is affected by 
any dislocation that impedes or interrupts the orderly flow of those ingredients 
essential to that industry, it obviously follows that the effective application of 
each phase of the steps enumerated above dictates the use of considerate judg- 
ment and entails the prudent exercise of managerial ability. The essential 
ingredients include such items as materials, components, tooling, technical data, 
experienced manpower, firm schedules, and a multitude of other items. 

Obviously, improper timing or too great pressure exerted in connection with 
any particular manufacturing phase or in connection with any of the related 
factors could cause serious dislocations or interruptions involving other phases 
or factors. Similarly, the use of incorrect methods or the encompassing of too 
broad or too narrow a scope in connection with any step could result in cor- 
responding dislocations or interruptions. Furthermore, every action must be 
taken to reduce indirect or overhead costs in addition to reducing direct labor 
costs. 

In connection with your request that Kaiser-Frazer establish an idle time 
account, it is believed that the following observations are apropos and should 
be considered : 

(a) The use of the idle time account is not common to the automotive industry. 

(b) Kaiser-Frazer has not heretofore used an idle time account in their aircraft 
or automotive operations. 

(c) The establishment of an idle time account necessarily introduces certain 
problems not heretofore encountered in Kaiser-Frazer’s aircraft operation. 
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These difficulties would, of necessity, require expanded personnel in the time- 
keeping and accounting departments. Regardless, the maintenance of such 
an account could not but fail to produce the desired results. No two people 
could be expected to concur on the definition of idle time. Further, it is believed 
that eventually the account would end up as a dumping ground for considerable 
amounts of time which rightly should be assigned to operation accounts. 

d) The consensus of those public auditors whom we have contacted is that 
the establishment of an idle time account is contrary to good accounting pro 
cedures. 

(e) It would be difficult if not impossible to distinguish between true idle time 
and necessary nonproductive time resulting from temporary interruptions or 
dislocations in the orderly flow of essential work through the various departments. 

(f) Numerous other reasons which possibly might not be of such importance 
as the above are considered as definite indications that the establishment of 
the requested account would not be a prudent step to take. 

Because of the above, it is requested that you reconsider and withdraw your 
second request. 

We trust that this letter satisfactorily disposes of your two requests. 

Yours very truly, 
KAIsER MANUFACTURING CoRrP., 
JOHN HALLETT, 
Executive Vice President. 


KAIsER MANUFACTURING CorpP., 
Willow Run, Mich., January 12, 1953. 
Subject: Manpower utilization. 
To: AF Plant Representative, Central Air Procurement District, Kaiser Manu- 
facturing Corp., Willow Run, Mich. (Attn: CERKC) 
Reference: KMC letter dated Dec. 31, 1952, same subject. 

Pursuant specifically to your verbal request for additional information con- 
cerning steps (a) and (b) of the referenced letter, we herewith offer the requested 
information. 

Please find attached a graph showing comparatively actual versus projected 
manpower usage from the early stages of the C-119 program through the start of 
the C-123 program and into January 1953. It is to be noted that in general, 
certain factors have resulted in actual manpower usage considerably below that 
which had been projected. The above is but one evidence of K-F’s having 
followed a prudent hiring program restricted to certain relatively scarce skills as 
one means of avoiding and eliminating nonproductive time among their employees. 
Further, the same factors that dictated the need for following the restricted hiring 
program at times so acutely affected operations that it became necessary to effect 
substantial manpower reductions. 

In considering the attached graph, your attention is directed to the three 
phases of the program shown thereon. 

Phase A. June 1951 to January 1952. 
Phase B. January 1952 to October 1952. 
Phase C. October 1952 to January 1953. 

It should be remembered that each of the phases was affected by certain factors; 
some of which manifested themselves throughout one or more of the phases while 
others made themselves felt only within a certain phase. 

The factors which resulted in having to maintain actual manpower approxi- 
mately 2,600 employees below the earliest projection during phase A were as 
follows: 

A-1. During the period January 8 through February 6, 1951, the program was 
effectively strikebound; first by a strike at FAD (January 8 to January 27) 
followed by a series of wildcat stoppages which resulted finally in an authorized 
CIO strike at Willow Run (January 22 to February 6). Although the strike- 
bound period ostensibly lasted only a month, its effects manifested themselves 
over a considerably longer period. 

A-2. Tool design and engineering data scheduled to be delivered to K—F on or 
before April 1, 1951, was not completely furnished until early 1952. 

A-3. Aircraft engineering data scheduled to be furnished on or before April 1, 
1951, was not completely furnished until December 1951. 

A-4, Priming parts, although delivered quite close to scheduled delivery dates, 
did not incorporate specified engineering changes whose effectivity had been 
spelled out for K-F’s first production. 

A-5. The latent deficiencies included in the ‘‘Omaha package”’ were felt, to a 
greater or lesser degree, throughout the period covered by phase A. 
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A-6. Concurrent with the above factors was the late delivery of both the land- 
ing gear and the engines; to say nothing of the need for corrective work on the 
engines following their late delivery. 

Obviously, the above conditions constituted a definite indication to foresighted 
management to hold employment to a level considerably below the projected level 
until such time as the dislocations attendant upon the above factors had been 
eliminated. 

Upon entering phase B of the aircraft program, K-F management deemed it 
necessary not only to restrict their hiring program, as outlined above, but also to 
effect substantial reductions in their manpower. 

During January and February, 1952, approximately 1,000 employees were 
released and in August and September 1952, a reduction of nearly 500 employees 
was accomplished. At the same time, other factors became manifest; some 
related directly or indirectly to the above factors and others apparently un- 
related. 

They were as follows: 

B-1. Verbal advice from Wright Field concerning the proposed 10—B schedule 
was received calling ultimately for the stretch-out of the C-119 program through 
the end of 1953. 

B-2. Whereas evidence prior to that time had indicated the near-schedule 
delivery of satisfactory tooling, actual developments proved that the tooling, in 
addition to being delivered late, proved to be in numerous instances deficient and 
unsatisfactory because such tooling was fabricated from inadequate and inac- 
curate tool designs. The delays in obtaining and setting up satisfactory tooling, 
more than any other factor, dictated the need for manpower reductions during 
the early portions of phase B. 

B—3. It was during phase B that advice was received concerning the scheduled 
cutback from 200 to 159 airplanes. 

B-—4. As was the case with the C—119 program, the aircraft engineering data 
and the tool engineering data for the C-123 program, although scheduled for de- 
livery in April of 1952, was not received until late 1952. 

The phase B factors were continuously effective for the most part throughout 
the entire period covered by phase B. Again judicious managerial decisions calling 
for restricted hiring programs and necessary Manpower reductions resulted in a 
minimum of nonproductive time. 

Phase C of K-F’s program covers the period affected by a number of the above 
enumerated factors together with several additional apparently unrelated factors 
which have developed almost simultaneously as follows: 

C-1. Fourteen ship sets of outer wing panels furnished by K-F’s subcontractor, 
the Whirlpool Corp. of LaPorte, Ind., were found to be affected by a corrosive 
condition and as you know had to be reworked either in LaPorte or here in Willow 
Run. 

C-2. Insufficient engineering data coupled with K-F’s unsatisfactory workman- 
ship in the early learning production phase resulted in the need for an extensive 
program of reworking electrical harnesses and connectors (cannon plugs). 

C-3. Faulty workmanship together with other factors entailed an expensive 
program of skin replacement of subcontractor- and K-F-furnished components. 

C—4. Continued tooling deficiencies as indicated in B-2, accentuated by the 
tooling rework dictated by the multitude of engineering changes made it practi- 
cally impossible to continue production at the then scheduled rate. 

C-—5. Partially as a result of tooling deficiencies and partially because they were 
not as far into their learning curve as the other divisions (FAD-furnished detail 
priming parts had been used heretofore), the fabricating and machining division 
was unable to keep pace with the output of the other production divisions. 

Following shortly after the development of the above factors, AMC published 
a revised schedule substantially extending the period of peak production for the 
C-119 aircraft program. The above factors have made it advisable to continue 
maintaining manpower at a level below the projected manpower usage, which in 
the early stages of phase C has entailed the release of some 1,400 men. 

It is believed that the above, together with the attached manpower chart, 
satisfactorily disposes of your verbal request for additional information supple- 
menting the referenced portion of our December 31 letter. 

Very truly yours, 


KaAIsER MANUFACTURING CORP., 
S. A. Grrarp, 
Vice President and General Manager, Aircraft. 
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Mr. Anton. What steps did you take to inform procurement officials 
of the Air Force as to your findings in this matter? 
Mr. Sotomon. This schedule is part of a memorandum from myself 
to the administrative contracting officer, drawing his attention to the 
condition, in response to an earlier conference with the contracting 
officer and with the administrative contracting officer. 
Mr. Anton. Would you identify these documents which accom- 
panied that report, for insertion ia the record? 

Mr. Sotomon. Yes, sir. 

(See documents above.) 

The CuarrmMan. May I ask General Cook as the senior Air Force 
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distinguished committee, that there is a possibility of having figures 
used in a comparable sense which really are not comparable. 

That is all that I would like to say, sur. 

Senator Durr. In that connection may I ask a question? 

The CuarrMan. Certainly, Senator Duff. 

Senator Durr. This Willow Run plant is the same plant that the 
Ford Co. built the B—24 in, is it not? 

Mr. Sotomon. Yes, sir. 

Senator Durr. Are there any comparabie figures from the Ford 
operation at the time that they were tooling up for building that 
bomber during World War II? 

Mr. Sotomon. That is a matter that procurement would know 
better than I. 

The Cuarrman. We will ask General Cook about that. Can you 
answer the question? 

General Cook. I am certain that there are figures that are available 
in the records, Senator Duff. We do not have them with us, however. 

Senator Durr. For one, I think it might be interesting to have for 
a part of the record those figures, as an absolutely impartial basis of 
analysis with this situation. 

The CHarrman. Will you produce them for the record, General 
Cook? 

General Coox. Yes, sir; we will have them produced. 

(The statement referred to is as follows:) 


Forp OPERATION oF WILLOW RuN IN Wor.tpv War II 


A facilities contract in the amount of $84,420,775 created this plant. Of this 
amount, $22,897,000 was for machine tooling and production equipment. As 
this cost was borne under the facilities contract, none of it was included in the 
supply contract. 

The initial contract for B—24 production called for 795 aircraft at a unit cost of 
$233,653 for a total of $185,754,135. The number of aircraft under this contract 
was increased from time to time to a total of 6,792 aircraft at a total cost of 
$1,401,243,912. The first aircraft cost approximately $265,000. The last one 
cost approximately $84,000. 

In all, 8,685 aircraft were produced at Willow Run. Because of the high peak 
production rate and the large volume, this plant produced these aircraft at lower 
prices than other aircraft producers whose average unit costs ranged from about 
one and one half times to nearly three times the Willow Run cost. 


The CHarrman. I understood from your statement that as far as 
you are concerned as to the figures, that you know of no particular 
factor here that was testified to this morning that the Air Force would 
challenge? 

General Cook. I know of no inaccuracies in the figures that the Air 
Force would challenge. 

The CuarrMan. I would like to call attention here that it has been 
testified by witnesses for the Air Force that the cost to the United 
States Government by Fairchild for this plane was $265,067; that 
the same witnesses have testified that the same plane produced by the 
Kaiser-Frazer Co. has cost this Government, $1,339,140. 

You have also had testimony here on automotive costs, to show that 
there was an attempt made to bring them into the cost of the airplane 
and that they had been disallowed by the Air Force auditors. 

I think that this committee, as far as the C-119 is concerned, has 
felt, in starting our investigation, that there might be excessive costs 
to the Government of the United States in the production of this 
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plane. We felt that there has been an attempt to build up those costs 
even further by improper charges. 

I think the witnesses have clearly indicated that the committee’s 
fears were justified. Therefore, if there is nothing further this morn- 
ing, we will recess the hearing. 

The next meeting of the committee will be in executive session, and 
we will determine what further we will do. 

Mr. Anton. | would like to make sure that all the documents that 
I referred to are in the record. 

The Cuarrman. All of Mr. Solomon’s documents will go in the 
record. 

If there is nothing more, we thank you, Mr. Solomon. The hearing 
is recessed. 

(Whereupon, at 11:18 a. m. the committee adjourned, subject to 
the call of the Chair.) 


STATEMENT BY Roswet.t L. Gi_patric, FormMeR UNpER SECRETARY OF THE 
Arr ForckE, TO THE SUBCOMMITTEE ON AIRCRAFT PROCUREMENT OF THE 
SENATE ARMED Services CommitTreeE (Submitted June 17, 1953) 


My principal connection with the C-119 program at Willow Run occurred 
during the 15-months’ period I served as Under Secretary of the Air Force 
(October 1951-February 1953). The initial decision to make the Willow Run 
plant a second source for C-119’s had taken place some 5 months prior to my 
original appointment as Assistant Secretary of the Air Force in May 1951. My 
arrival in the Air Force coincided with the second decision to put the C-—123 into 
production at Willow Run, phase out the C—119 line there and open up the Park 
Ridge plant in Chicago for C-119 production by Fairchild. 

As Under Secretary of Air, I continued to exercise the authority over aircraft 
procurement and production for the Air Force that Mr. Finletter, as the Secretary 
of the Air Force, had previously delegated to my predecessor, Mr. McCone. By 
that time, the fall of 1951, all of the Air Force’s primary sources of production, 
comprising the basic aviation industry in this country, were turning out finished 
products at increasing rates. The second sourees, which had not been activated 
until after the adoption of the ‘“‘broadening of the base’’ policy in December 1950, 
were still in the process of tooling up or in the early stages of production. There- 
fore, most of the production problems that reached my office related to the second 
sources, particularly those operated by automotive concerns who lacked the expe- 
rience of the basic aircraft producers in manufacturing airframes or jet engines. 
Among these were the Studebaker and Packard plants to produce the General 
Electric J—47 jet engine; Ford’s production of the Pratt & Whitney R-—4360 
reciprocating engine; Nash’s production of the P. & W. R-2800; Buick’s produc- 
tion of the Wright J—65 jet engine; Chevrolet’s production of Wright’s R-3350; 
and General Motor’s program for making Republic F-84F Thunderstreaks at 
Kansas City. 

The second source program that claimed more of my attention than any other 
was the production of C—119’s by Kaiser-Frazer at Willow Run. From the spring 
of 1952 until I left the Pentagon several months ago, the progress, or lack of it, 
by Kaiser-Frazer in turning out C—119’s was under constant surveillance by me 
both here at headquarters in Washington and on my periodic trips to the Air 
Materiel Command in Dayton. My concern was threefold: 

First, Kaiser-Frazer’s capability both of meeting its delivery schedules and 
of turning over to the Air Force a satisfactory end product; 

Second, Kaiser-Frazer’s costs, specifically whether its production experi- 
ence was conforming to the 80 percent learner’s curve \i. e., coming down in 
terms of man-hours per airframe pound, as additional units were fabricated) ; 
and 

Third, whether in the arrangements for a V—loan to finance Kaiser-Frazer’s 
production the Government’s interests were being adequately safeguarded. 

This same concern was shared by those in the Air Staff at Headquarters and at 
the Air Materiel Command whose job it was to sxe to the successful execution of 
the Air Force’s production programs, In addition to General Cook whom you 
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have already heard, the officers at AMC by whom I was consulted on Willow Run 
operations were Lieutenant General Rawlings, commanding general AMC, Major 
General Irvine, the deputy commanding general for AMC, and Major General 
Bradley, Director of Procurement and Production at AMC. 

The steps to protect the Government’s interest in the operation at Willow 
Run which were taken as a result of this top level attention included the following: 

1. Contract administration Because of the importance of the C-119 and 
C-123 programs and Kaiser-Frazer’s limited experience in the production of 
complete aircraft, the Air Force assigned several of its most qualified officers 
to watching over these programs, such as Mr. G. G. Whipple (then Captain, 
USAF) as contracting officer at AMC, Col. Harley Jones as plant representative 
(Jones had been stationed at Willow Run when it was being used for bomber 
production during World War II), and Col. 8. E. Cleveland (who had a back- 
ground of experience with the C-119 through having been plant representative 
at the Fairchild Hagerstown plant for several years). 

2. Financial control.——Contract financing arrangements with Kaiser-Frazer 
were handled under the personal supervision of Chester D. Seftenberg, deputy 
for contract financing in the office of the Secretary of the Air Force, and Mr. 
Robertson, a former banker acting as special adviser to the Director of Procure- 
ment and Production at AMC. Among other measures taken by the Air Force 
to keep the V-Loan to Kaiser-Frazer on a sound basis were— 

(1) The stipulation that all Kaiser-Frazer defense business be segregated in a 
separate corporation, Kaiser Manufacturing \'o., whose financial strength would 
not be weakened by any losses that might be incurred in Kaiser-Frazer’s auto- 
motive operations, 

(2) the requirement that the equity in Kaiser Manufacturing be built up by 
the injection of an additional $5 million of capital, and 

(3) a strict watch over the allocation of Willow Run overhead items (such as 
interest and salaries) to Kaiser Manufacturing which, even though nonreimburs- 
able as costs under Government contracts, might adversely affect the margin of 
safety behind the V-Loan. 

3. Contract audit.—In addition to the usual scrutiny given to cost-plus-fixed-fee 
contractors by audit teams operating out of AMC, the cost experience under the 
Kaiser-Frazer contract was closely observed by the Headquarters Audit Division 
of the deputy chief of staff comptroller. The contract audits of Kaiser-Frazer’s 
costs resulted in the questioning and disallowance of many questionable items 
(at mid—1952, for example, over $3,800,000 of claimed Kaiser-Frazer costs were 
in suspense). 

4. Manpower utilization.—To checkup on Kaiser-Frazer’s efficiency in the use 
of manpower as well as the effect on its costs of restrictive provisions in its labor 
contracts, AMC had at least two extensive surveys made by a team of its man- 
power specialists. 

5. Checkup by Department of Defense.—Besides supervision by its own people 
the Air Force arranged for an inspection of the Willow Run operation by the 
Special Assistant to the Secretary of Defense on production matters, Mr. Hugh 
Dean, who had been general manager of the Chevrolet Division of GM 1945-49 
and vice president in charge of GM’s manufacturing staff 1949-52. 

It should also be mentioned that the C-119 program has already been looked 
into on at least two occasions by congressional committees. The Hebert Sub- 
committee of the House Military Affairs Committee held executive hearings on 
the C-119 program in March of 1952, and later that year the House Military 
Appropriations Subcommittee had made a staff investigation of Kaiser-Frazer’s 
costs in the C-119 program. 

* * * * * * * 


Early last fall the disparity in costs between Kaiser-Frazer’s operations at 
Willow Run and those of Fairchild at Hagerstown became the subject of many 
inquiries from Congress and the press, culminating in a telegram to the Secretary 
of the Air Force from the chairman of this subcommittee during the first week of 
October, requesting that Kaiser-Frazer’s C—119 contract be cancelled. On be- 
half of Mr. Finletter I replied to Senator Bridges on October 10, 1952, giving the 
reasons why, in my judgment, the Air Force had no choice but to complete the 
then scheduled procurement of C-119 aircraft from Kaiser-Frazer, some of which 
had already been delivered. In my reply, after stating that more than half the 
total costs under the contract had by that time been incurred by and reimbursed 
to Kaiser-Frazer (including approximately 90 percent of the tooling expense), I 
had the following to say about the disparity between Fairchild and Kaiser’s prices: 
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“The Kaiser price cannot in any way be fairly compared to the Fairchild price 
until Kaiser has acquired a production history matching Fairchild’s. Kaiser 
prices would only be comparable with the Fairchild price if Fairchild were also 
starting production, producing at a relatively small percentage of its plant 
capacity, and were affording facilities for greater expansion in the event of a 
further emergency as is the case with Willow Run. Kaiser is at about the same 
stage in its overall program as was Fairchild when 5 years ago it had a unit price in 
excess of $650,000 on the C-82. The last C-119’s produced by Kaiser under its 
present contract will be considerably closer to Fairchild’s price than will be the 
first ones. Willow Run will then follow with C-123 production. It will not be 
until at least the end of C-123 production, under the existing contract, that any- 
thing like a comparable price will be available. Only then will Kaiser have 
absorbed the initial cost incident to establishing a new source of production in 
terms of tooling, establishing subcontracting sources, production engineering, 
building a labor force and all the other customary expenses which Fairchild has 
long since absorbed under its contracts.”’ 

For the reasons stated to Senator Bridges it was my best judgment then, and 
it is now, that it would have been a mistake for the Air Force to have canceled 
Kaiser-Frazier’s C-119 contract in the summer or fall of 1952. Moreover, to my 
knowledge no official of the Air Force ever recommended cancellation although 
such action was carefully considered on several occasions. 
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TUESDAY, JUNE 23, 1953 


Unirep States SENnarte, 
PREPAREDNESS SuBCOMMITTEE No. 1, 
AgMeED Services CoMMITTER, 
Washington, D. C. 

The subcommittee met, pursuant to call, at 10 a. m. in room 212, 
Senate Office Building, Washington, D. C., Senator Styles Bridges 
(chairman) presiding 

Present: Senators Bridges, Flanders, Duff, Byrd, and Symington. 

Also present: Senator otter; Fred Rhodes, chief counsel; James 
Anton, special counsel; and Harold M. Devlin, accountant. 

The CHAIRMAN. The committee will come to order. 

On Friday, June 5, the committee recessed in executive session. 
Today’s hearing marks a continuation of the committee’s inquiry 
into the award of Air Force contracts for the production of the C-119 
aircraft. 

During the previous sessions the committee had figures presented 
by the Air Force which indicated production costs of the C-119 by 
Kaiser-Frazer to be over five times the production costs of the same 
plane by Fairchild. Not only were these costs startlingly high, but 
the production of aircraft was amazingly low. 

We also had testimony that Kaiser-Frazer had attempted to charge 
off portions of its automotive losses to the C—119 contract. 

Representatives of both the civilian and military branches of the 
Air Force acknowledged the facts presented to them; asserted that 
they were disappointed by Kaiser’s performance at Willow Run and 
indicated that they intended to take some action. 

Upon receiving this testimony, the committee was satisfied that 
sufficient information had been presented upon which to base interim 
conclusions and recommendations. Nevertheless the committee ex- 
tended to Kaiser-Frazer Corp. the opportunity to testify in open 
hearings. 

The committee decided at its organization meeting that it would first 
hear the Air Force since the Air Force is the Government agency in- 
volved in the letting of the contract; it supervises production under 
the contract; and makes payment of money as authorized by the 
contract. Thereafter the committee decided to consider the requests 
of any other individuals who desired to be heard. 

On May 30, representatives of Kaiser-Frazer were handed copies 
of a press release listing the witnesses which the committee intended 
to call to appear at the hearings. At that time and throughout the 
hearings, Raiser-F razer was free to request the opportunity to be 
heard. 
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When the hearings were recessed on June 5, Kaiser-Frazer was ex- 
tended an oral invitation to appear before the committee. 

One week later, on June 12, Kaiser-Frazer requested the committee’s 
permission to insert a written statement in lieu of making a public 
appearance. Acting upon this, the committee began to compile its 
report. 

On June 15 the chairman wrote a letter to Kaiser-Frazer granting 
permission to insert a written statement. 

On June 17, 2% hours before the committee met to consider its 
report, Mr. Henry Kaiser had a letter hand-delivered to the chairman 
of the committee and simultaneously held a press conference charging 
that he was being prevented from stating the position of his company. 

The committee frankly feels that Mr. Kaiser’s request was timed to 
forestall release of the committee’s report. Nevertheless, the com- 
mittee does not want anyone to feel that he is being unfairly treated. 
Accordingly these hearings are continuing for the express purpose of 
taking testimony from Mr. Henry Kaiser on the subject of the Kaiser- 
Frazer C-119 contract, and to hear testimony from Mr. Boutelle 
regarding the Fairchild contract. 

In his press release, Mr. Kaiser has asserted that the Air Force 
wane more than airplanes when it set Kaiser-Frazer up to produce 
the C-119 at Willow Run. He has claimed that the Air Force was 
buying productive capacity. By accepted definition productive 
capacity consists of an available plant, appropriate tooling, a trained 
labor force and management know-how. Let us look at the record to 
see what this productive capacity amounts to in the case of Willow 
Run. 

The Willow Run plant itself was available to the Air Force in any 
event under the terms of the agreement whereby it was sold to Kaiser- 
Frazer. 

Tooling for the C-119 has been installed at Willow Run. But, ac- 
cording to the Air Force, this tooling will have to be stored or scrapped 
at the conclusion of this program. Indicative of this is the fact that 
over $25 million has already been spent on tooling for the C-123 
which is to replace the C-119 at Willow Run. 

The labor force at Willow Run will have to be retrained for the 
C-123. Furthermore, there is a real question that a trained labor 
force exists even for the C-119. An Air Force survey team has re- 
ported that the labor turnover at Willow Run amounts to nearly150 
percent per year. The committee cannot believe that a labor force 
subject to such a rate of attrition has any great value to our overall 
defense effort. 

As far as managerial know-how is concerned, the high costs and 
slow deliveries evidenced in the C-119 contract indicate that Kaiser- 
Frazer has developed a minimum of know-how in aircraft production. 

The Air Force has spent $168 million for 59 airplanes and a pro- 
ductive capacity which the record indicates would have been just as 
valuable if Willow Run had remained idle. By comparison, the 
record shows that the 59 planes could have been purchased for $16 
million from other sources. Furthermore, the productive capacity of 
the Government plant at Chicago could have been made available to 
the Air Foree. It would have cost between two and three million 
dollars to rehabilitate this plant. 

Mr. Kaiser has also asserted that he has done many fine and pa- 
triotic things for the United States and that this investigation is 
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just another plot to persecute him. This committee does not intend 
to crueify or glorify any individual or group of individuals. This 
committee’s sole interest is to determine the facts surrounding the 
award, cost, and performance of C—119 contracts. 

Considering all of the money which has been poured into the C-119 
program it is not unreasonable to expect that the Air Force was 
buying performance. The Congress is not being unfair when it 
expects to see something produced for the many dollars which have 
been disbursed. 

The committee has looked to the Air Force to provide facts. If 
the witness finds himself in disagreement with whatever may have 
been said heretofore, it must be emphasized that this difference is 
one between a contractor, and his Government principal—the United 
States Air Force. 

At this point, I would like to insert a biographical sketch of Mr. 
Henry Kaiser, who has requested permission to appear today and 
testify. 

(The biographical sketch is as follows: ) 


Mr. Henry J. Kaiser was born at Sprout Brook, N. Y., May 9, 1882. 

He is manager and president of Henry J. Kaiser Co., Permanente Cement Co., 
Permanente Steamship Corp., Kaiser Aluminum & Chemical Corp., Kaiser 
Steel Corp., H. J. Kaiser Motors, Kaiser Engineers, Inc., Kaiser Metal Products, 
Inc., Kaiser Gypsum, coorganizer, chairman Kaiser-Frazer Corp. (manufac- 
turers of automobiles) and Kaiser Community Homes. 

He was manager of seven shipyards on the Pacific coast during World War 
II. He was a member of various governmental relief agencies and commissions 
during World War II. 


The CHarrMaNn. | would like to have entered into the record a 
series of documents, a copy of which each member of the committee 
has before him, and made a part of the record. 

The documents identified as 1 through 22, are as follows: 


Document No, 1. K—F News, March 24, 1952, K—F’s first C-119 dedicated. 

Document No. 2. Report of survey of February 24-27, 1953, concerning status of 
Contracts AF 18481 and AF 22446 for C-119F and C—123B airplanes at Kaiser 
Manufacturing Corp. & Chase Aircraft Co. Willow Run facility. 

Document No. 3. Subject: Omaha Package—Its origin as regards K-—F’s 
C-119 program, from Patyrak to resident auditor. 

Document No. 4. Schedule of costs incurred on contract AF 33 (038)—18481. 
Period: December 20, 1950, through June 13, 1953. Kaiser Manufacturing 
Corp. 

Document No. 5. Schedule of costs incurred on contract AF 33 (038)—18481. 
Period: December 20, 1950, through May 31, 1952. Kaiser Manufacturing 
Corp. 

Deouhens No. 6. Conditions causing excessive costs, dated July 2, 1951, from 
Sidney Solomon to AF plant representative. 

Document No. 7. Conditions causing excessive costs, dated July 5, 1951, from 
Ray C. Ulrey, AF plant representative, to Mr. Patyrak. 

Document No. 8. Conditions Causing Excessive Costs, dated July 6, 1951, from 
Mr. Patyrak to AF plant representative. 

Document No. 9. Shop Rule Violations, dated Juiy 9, 1951, from John Tacke to 

all manufacturing supervision. 

Document No. 10. Survey of Cancelled Parts Resulting in Possible Cancellation 
Claims, dated September 18, 1951. Interoffice correspondence from Greenwald 
and Lt. Powers to Jespersen and Solomon. 

Document No. 11. Tooling Inspection and Rework, dated December 18, 1951, 
from Greenwald and Mr. Simpson, USAF to Hollis and Solomon. 

Document No. 12. Report on Conditions Causing Excessive Cost, dated February 
25, 1952, from Sidney Solomon to Auditor General, USAF. 

Document No. 13. Memorandum of telephone conversation between Edgar 
Kaiser and General Bradley, May 5, 1952, 11:40. 
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Document No. 14. Manpower Problems, K-F, Willow Run, dated June 3, 1952, 

from AF plant representative to Commanding General, AMC. 

Document No. 15. Memorandum of meeting held in Mr. Kaiser’s office on 
October 31, 1952. Interoffice memo of meeting prepared by C. M. Hollis, 
dated November 3, 1952. 

Document No. 16. Memorandum for files, rough draft, subject: Memorandum 
of meeting with the Air Force, November 4, 1952, 9:30 a. m., from Patyrak. 

Document No. i7. Report on Conditions Causing Excessive Costs, dated 
October 9, 1952, to Auditor General USAF from Sidney Solomon. 

Document No. 18. Performance Under USAF Contracts, dated December 5, 
1952, from General Bradley, through Air Force plant representative to Kaiser 
Manufacturing Corp. 

Document No. 19. Memo of telephone conversation between Edgar Kaiser and 
General Bradley, December 24, 1952, 4:10. 

Document No. 20. Report of meeting at K-F, February 3, 1953. 

Document No. 21. C-119 Production at Kaiser Mfg. Co., Willow Run, Mich., 
dated April 28, 1953 (copy). From Col. Harley 8S. Jones to Colonel Graalman. 

Document No. 22. USAF Manpower Utilization Survey, Kaiser-Frazer Corp., 
Willow Run, Mich., November—December 1952. 


DOCUMENT NO. 1 
[Pictures omitted] 
[From the K-F News, March 24, 1952 
K-F’s First C-119 Depicarep 


Mrs. Ralph Williams leaned toward the silvery plane glistening in the bright 
afternoon sun. 

In a soft voice, mingled with pride and sorrow, she said: 

“T name this plane the Robert L. Williams.” 

With those words, she swung a bottle of champagne against the nose of the 
plane—dedicating it in honor of her soldier-son Robert, who was killed in Korea. 

Thus, the first cargo aircraft assembled at K-—F, the Fairchild C—119, was 
christened at Willow Run, Saturday, March 8. 

Thousands of employees, with their wives and children, and prominent civil, 
industrial, labor, and military leaders witnessed the dedication. 

A l-hour long ceremony commemorating the event took place in the final 
aircraft assembly area. 

Principal speaker was Walter P. Reuther, president of the International 
UAW-CIO. 

Henry J. Kaiser, chairman of the K—F board of directors, and Edgar F. Kaiser, 
president of K—F, also addressed the huge audience. 

With Mrs. Williams on the christening platform was her husband, a K—F 
maintenance welder, and two sons, Lowell and Carl. 

During the ceremony, the 60-piece Selfridge Field Air Force Band and a 28- 
voice choir of singers, composed of K—F workers, entertained the audience. 

Thirty-six hospitalized war veterans from Percy Jones General Hospital and 
their commander, Brig. Gen. M. E. Griffin, were honor guests. 

For the dedication, K-F held open house. Employees and their families began 
streaming into the plant shortly after noon to inspect automotive and aircraft 
facilities. 

The dedication received wide television, radio, newsreel, and newspaper cover- 
age. 

AIR FORCE, FAIRCHILD, EMPLOYEE TEAMWORK LAUDED BY KAISER 


Speaking at the C-119 dedication ceremony, Henry J. Kaiser paid tribute to 
K-F employees for the part they played in assembling the first Fairchild flying 
boxcar at Willow Run in the short span of 8 months. 

Kaiser also lauded the Air Force and Fairchild Engine & Airplane Corp. for 
the valuable cooperation they provided. 

“There are congratulations due to each man who has played an important 
part in building this first plane,” he said, “the workman, the production men, 
and the planners of Willow Run. 

“The farsighted planning of the Air Force in storing World War II tools and 
machinery, which otherwise would have taken months to build, were made 
available to K—F,”’ he said. 
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“Fairchild furnished us with their engineering design and technical know-how 
and the component parts for the first planes,” 

Kaiser said that ‘‘We have joined hands with the Air Force, with Fairchild, 
and with the workmen of local 142 UAW-—CIO * * * and the result is this 
dedication ceremony.” 


WILLOW RUN HONORS HEROIC AMERICAN FAMILY 


‘‘What does it mean to be an American? 

“Being an American can be exalted in words and in terms of ideals—but it 
can be understood only as a way of life. 

“In the maintenance department of Kaiser-Frazer is a welder. His name is 
Ralph Williams. He has been with the company since August 1946 * * * he 
is a respected member of his union * * *. 

“Ralph Williams is married, and he has a family. His wife, Ila Williams, also 
works * * * together they raised a family of three boys. 

“Lowell Williams was an employee in the mail room at Kaiser-Frazer until 
some few months ago. He is now a private in a field artillery battalion at Fort. 
Hood, Tex. He is engaged to Mary Ann Chase, a secretary in the K-F market 
research division. 

‘*The second son is Carl Williams * * *, Carl also works here at Kaiser-Frazer. 
He is a stock clerk in the tabulating department. He is 18 * * *. 

‘Then there was Robert L. Williams, the third son. Robert L. Williams was 
killed in Korea, on October 3, 1950, in an attack on Hill 814, near Sichon. 

‘‘What does it mean to be an American? 

“T think this family has lived America * * *, 

‘‘We have asked them to be with us today because they symbolize what all of 
us are * * * people who are dedicated to such common objectives as good homes, 
opportunity for their children, a chance to work in freedom, to have friends, to 
live in security. 

“The price that they have paid for your security—for your right to live in 
freedom, is the life of their son * * *’,—Edgar F. Kaiser. 


SPEAKERS ENVISION GREATER TOMORROW BUILT BY FREE MEN 


Henry J. Kaiser, chairman of K-F board of directors: ‘‘There are congratula- 
tions due to each man who has played a part in bringing us to this new beginning: 
the workman, the production men, the planners, the Air Force, Fairchild Engine 
and Airplane Corp., and thousands of others. Throughout my life, it always 
has been the same. Nothing is ever really accomplished except through new 
beginnings. When we are welded together in our faith and in our objectives, 
there is nothing that we cannot do. It is only when we doubt our unified strength, 
when we lose ourselves in selfish objectives that we are confused. 

“As each thing is done, as each goal is accomplished we open new doors ahead 
and we build our faith and skill. We are better able to do bigger things that lie 
ahead. That is what is happening here today.” 

Edgar F. Kaiser, president of Kaiser-Frazer: ‘‘Free men, I believe, choose to 
be builders. In whatever they do they build * * * building themselves so that 
they may accept additional responsibility, building their nation, their families, 
following the freedom of their own will and their own initiative. It is certain 
that our strength cannot be duplicated in any system which does not permit 
that choice * * * which does not allow each member of a nation to share both 
in the building, and the rewards that come from building. 

‘‘We, here, are builders, all of us, and the free decisions that each of us makes 
in his own life, is a measure of how adequately we as a nation accept the dual 
responsibility of peace and defense which is now required of us.” 

Walter Reuther, president of UAW-—CIO: “Let us on this occasion rededicate 
ourselves to the tasks that lie ahead, by redoubling our efforts of work in the vine- 
yards of American democracy. ‘There is a great deal of unfinished work ahead, 
but I am confident that this demonstration here today symbolizes in @ very tangi- 
ble way that we in America, free labor and free management can work together 
to develop the economic and moral leadership to lead the free world forward in 
the building of that better tomorrow; in which free people and nations can live 
in peace as neighbors; in which people everywhere can enjoy economic and social 
justice—a better world that we can fashion in the image of freedom, image of 
justice and in the image of brotherhood.”’ 


84931—53—pt. 1——_11 
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DOCUMENT NO. 2 


Report oF Survey or Fesroary 24-27, 1953, Concernina Starus or 
Contracts AF-—18481 anp AF-22446 ror C-119F anp C-123B ArrpLaNnes 
AT Kaiser MANUFACTURING Corp. AND CHASE Artrcrart Co., WiLLow Roun 
FACcILIty 


I. General 


1. Pursuant to the authority contained in Headquarters AMC, Director of 
Procurement and Production letter dated February 4, 1953, subject ‘Proposed 
Headquarters AMC survey of contractor’s operation” to the AF plant representa- 
tive at Kaiser Manufacturing Corp. (copy attached as exhibit A) a survey of the 
status of accomplishment and current trends affecting the performance of subject 
contracts was accomplished by the following Headquarters AMC personnel: 
Maj. C. G. Glasgow, MCPPAC, Chief, Medium Transport Unit 
Maj. W. F. Rankin, MCPPAC, Chief, Assault and Special Aircraft Unit 
Capt. C. W. Clark, MCPPAC, C-—123B project officer 
Mr. R. W. Burns, MCPC, chairman, Procurement Committee 
Mr. W. R. Gardner, MCPZ, Deputy Chief, Plans and Programs Office 
Dr. E. H. Mereness, MCPBB, Chief, Industrial Analysis Section 
Mr. F. I. Robertson, MCPE, executive for finance 
Mr. G. G. Whipple (team captain), MCPPA, technical assistant, Aircraft Branch 
II. Objectives 

2. The objectives of this survey were to determine: 

(a) The breakdown of costs incurred through January 31, 1953, for the C—-119F 
and C-123B contracts, with further segregation of the latter as to incurrence at 
Willow Run and West Trenton. 

(b) The degree of completion of total contract requirements attained by this 
expenditure. 

(c) A current estimate of total contract costs. 

(d) What delivery schedules might reasonably be expected to be attained on 
each program. 

(e) Financial capability of Kaiser Manufacturing Corp. and Chase Aircraft Co. 
to perform, related as pertinent to the overall Kaiser-Frazer financial situation. 

(f) The degree and rate of progress attained by KMC in correction of specific 
deficiencies brought to their attention as a result of the prior survey of the C—119 
program conducted on November 21-25, 1952 (survey report attached hereto as 
exhibit B and notice to contractor in Headquarters AMC, Director of Procurement 
and Production letter dated December 5, 1952, subject ‘‘Performance under 
USAF contracts attached as exhibit C). 

(g) Any other unresolved problems requiring Air Force corrective action in 
relation to these pfograms. 


III. Factual data 
3. The following resident Air Force personnel at the Willow Run facility were 
contacted and contributed to this survey by supply of requested data and evalua- 
tion recommendations: 
Lt. Col. W. 8. Martin, Jr., AFPR, Willow Run facility 
Capt. H. A. Chance, contracting officer, Willow Run facility 
Mr. Sidney C. Solomon, AF resident auditor, Willow Run facility 
4. The following contractor personnel were primary points of contact for supply 
ot required data from contractor records: 
(a) For Kaiser Manufacturing Corp.: 
Mr. John Hallett, executive vice president and general manager KF 
and KMC 
Mr. 8. A. Gerard, vice president and general manager aircraft division 
Mr. C. M. Hollis, comptroller, KMC and KF 
Mr. M. Miller, executive vice president, Kaiser-Frazer 
Mr. R. B. Fialho, manager of scheduling 
Mr. R. C. Boland, budget director 
(b) For Chase Aircraft Co.: 
Mr. C. P. Bedford, president 
Mr. J. X. Cousins, vice president and treasurer 
Mr. W. A. Cannon, administrative manager, Willow Run division 
Mr. W. F. Triestat, staff assistant to president 
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5. The specifie data obtained, interpreted, evaluated, and projected in relation 
to the objectives stated in paragraph 2 preceding, are set forth as exhibits to this 
report as follows: 

(a) Exhibit D.—C-—119. Incurred cost as of January 31, 1953. 

(b) #&xhibit E.—C-—119. Production accomplishment as of January 31, 1953. 
(c) Exhibit F.—C-119. Total contract cost estimate. 

(d) Exhibit G.—C-—119. Production forecast. 

(e) Exhibit H.—C—123. Incurred cost as of January 31, 1953. 

(f) Exhibit I—C-—123. Total contract cost estimate. 

(g) Exhibit J—C-—123. Schedule forecast. 

(h) Exhibit K. Corrective action against prior deficiencies. 

(7) Exhibit L. Unresolved problems as of current date. 


Exuisir A 
HEADQUARTERS AIR MATERIEL COMMAND 


WRIGHT-PATTERSON AIR FORCE BASE, OHIO 


Fesruary 4, 1953. 
Subject: Proposed Headquarters AMC Survey of Contractors Operations. 
To: Air Force Plant Representative, Kaiser Manufacturing Corp., Central Air 
Procurement District, Willow Run, Mich. 

1. On November 21 to 25, 1952 a special Headquarters AMC survey team re- 
viewed the status and trends of the C-119 program at Willow Run. The findings 
and recommendations of that group were presented to higher Air Force echelons 
and pertinent portions thereof were the subject of a directive action to the contrac- 
tor expressed in a letter from this office dated December 5, 1952, subject Perform- 
ance Under USAF Contracts. This letter, and subsequent verbal contact with 
Mr. Edgar F. Kaiser advised that subsequent detailed review of the contractor’s 
operations would be accomplished at some future date, and that the degree and 
rate of progress attained in correction of observed deficiencies would establish 
the basis for disposition of contracts placed or pending with KMC and Chase 
Aircraft Co. 

2. It is now desired to definitely confirm the date and content of the resurvey. 
The first survey was conducted in relation to a cost accounting cutoff of October 
31, 1952. Since a 90-day period should be a reasonable minimum to determine 
the course of corrective action, the January 31, 1953, accounting cutoff will be 
used for the resurvey. Based on prior experience, this information will require 
3 weeks to be placed in fully usable form and accordingly the date of the resurvey 
has been established as February 24 through 27, 1953. 

3. Since the resurvey is primarily for the purpose of establishing trends from 
the position established by the initial survey, it is imperative that the data 
supplied and its analysis be performed by identical methods to those employed 
on the initial survey. A copy of the initial survey report is attached hereto. 
However, the C—123 program must also be included as a complete contract entity, 
which will require that West Trenton costs and accomplishment through January 
31 must be integrated with the Willow Run performance on that program, prior 
to February 24. 

4. In general, the survey shall primarily involve the following areas: 

(a) Breakdown of incurred cost through January 31, 1953 for: 

(1) C-119 contract. 
(2) C-123 contract, with individual cost elements segregated as 
incurred at: (a) West trenton, (b) Willow Run. 

(b) Status of completion attained by the expenditure breakdown established 
in 4 (a) above. 

(c) Estimated cost of completion based upon performance versus incurred costs. 

(d) Financial capability of KMC and Chase to perform, related as pertinent 
to the overall Kaiser-Frazer financial adequacy. 

(e) Production outlook. 

5. The personnel composition of the survey team will be as follows: 


Maj. C. G. Glasgow Mr. W. R. Gardner 
Maj. W. F. Rankin Dr. E. H. Mereness 
Capt. C. W. Clark Mr. F. I. Robertson 
Mr. R. W. Burns Mr. G. G. Whipple (team captain) 
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6. It is requested that you apprise the contractor of the proposed program and 


insure that contractor resources required for accomplishing this survey are Section 
properly available. Your office may be called upon for advice and assistance to Acco 
the Headquarters AMC team and your full cooperation in that regard is solicited. 46 com 
By command of Lieutenant General Rawlings: (a) ' 
Marx E. Bran py, Jr. ratio o 

Major General, USAF, Director of Procurement and Production. priate) 

increm 

Survey—Status or Contract AF 33(038) 18481 159 C-119 Transport follows 


AIRPLANES, Kaiser MANUFACTURING Corp., Wirttow Roun, Mica 


Pursuant to instructions from Maj. Gen. Mark E. Bradley, Jr., the status of 
subject contract was reviewed on November 21-25, 1952, by a team from the 
Directorate of Procurement and Production, Headquarters, Air Materiel Com- 
mand, consisting of: 


Mr. F. I. Robertson, MCPE Dr. E. H. Mereness, MCPBXB 
Mr. R. W. Burns, MCPC Mr. Richard Durstenfeld, MCPBXB 
Mr. W. R. Gardner, MCPZ Maj. C. G. Glasgow, MCPPAC 
Mr. B. D. Loofbourrow, MCPPOP Capt. G. G. Whipple, MCPPA 


The objective of this review was to conduct a fact-finding survey to determine— . 
(hy) Breeeowe: of ineurved gostto0 Gate. °° met Oe . 
(2) Status of contract in relation to incurred cost. (BR  — gu 
(3) Cost of completion of first 14 airplanes (lot 1). 
(4) Feasibility of meeting current production schedule. 
(5) Estimated cost of completion of 159 airplanes. 
Other Air Force personnel contributing to this survey were: 


Capt. H. A. Chance, AF Contracting Officer, K-M Corp. lots 6 s 
Capt. H. W. Smith, AF Chief Production Branch, K-M Corp. (b) " 
Lt. Col. 8. E. Cleveland, AFPR Fairchild Engine & Airplane Co., Hagerstown, as of tk 

Md. (on TDY at K-F). comple 


Mr. Sidney C. Solomon, AF resident auditor, K—-M Corp. the fab 
produc 


Inasmuch as the company’s books and records were closed to October 31, 1952, ondars 


that date was taken as a basis for oe. determinations arriv ed at (books were 
audited to that date by Messrs. Touche, Niven, Bailey, and Smart, the company’s 
certified public accountants). 

The five objectives stated above are covered by part I, section 1-5 attached 
hereto, consisting of tabulations setting forth the condensed or consolidated 
findings. 

Part II (also sec. 1-5) contains the ‘‘backup’”’ material including definitions 
and explanations and methods or formulas used in arriving at the end results and 
such assumptions as were necessary to correlate data. 


” 


PART I Bupwceqen 


Section 1 


Incurred cost to Oct. 21, 1952 














- Fabricati 
Total Production | Nonrecurring effort a 
cost cost 
Subject to fee: i 
Production material $14, 257, 398 | $14, 257, 308 j...........-.. 
eT ae eae Caren nee uhenienes 22, 466,259 | 16, 263, 548 $6, 202, 711 
a oti serait hanna esd cltinantben nies aide 9, 626, 947 TEE Dacdeuccessuere 


Manufacturing expense - - 


44, 709, 581 31, 961, 464 12, 748, 117 
Engineering expense 


3, 587. 106 | 3, 587, 106 





Project tools and design aS i wine ea lina 5. tah dial 13, 616, 048 |.......-...--- 13, 616, 048 
Portable tools and ~ emsneaen pv iagaainia Tian dacmesaeeaniitasies tliat 1, 391, 534 695, 767 695, 767 
Plant rearrangement : anh OE BS aeons 931, 412 | spbekcuinnes 931, 412 

Administrative expense pels S LAM OO, Sees 3, 822, 273 | 2, 567, 507 1, 254, 766 
Home office expense _ - bap icici aj Rael till Debbie dias sie 935, 728 696, 058 239, 670 
Contract termination on owdgeiiadiaeitiaaidlees Bi lh B- panteshhssbe 91, 673 

sh gcc innit nett 

sists bt tte lectin ders eenbne staldokiecscus 115, 435,959 | 79, 655, 795 35, 780, 164 

Not subject to fee: pas occ upancy costs. shed teidaniais <% | O64 GOD bite cwctstnnta 2, 041, 682 
Earned fee... ..... . hb ensumatanin ae adnee 4, 323, 744 2, 982, 870 1, 340, 87 














Total cost incurred to Oct. 31, 1952.................---- 121, 801,386 | 82, 638, 665 | 39, 162, 720 


Section 2 


Accomplishment under contract.—1; As of October 31 
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1952. the equivalent of 


46 complete aircraft have been produced. This is established as follows: 
(a) The percentage of completion by production lot was determined as the 
ratio of the quantity of completed shop orders (or assembly parts lists. as appro- 


priate) to the total required for the release of a lot. 


Based on completed order 


increments, 44 equivalent airplanes have been produced, estimated by lot as 


follows: 


Total 


Quantity of | 
aircraftin | 
lot 

| 


Order or 
assembly 
parts lists 
percentage 
com plete as 
of Oct. 31, 
1952 


Equivalent 
airplanes 


; 
| 
| 
| 
i 


_ 
bo & 9 G2 90 GORD 
| e=wNOoCeOO 








-~ 
> 
wo 





As of report date, an insignificant amount of work had been performed against 
lots 6 and 7. 

(b) To give due weight to 5.341 fabrication orders in process, but not complete 
as of the survey date (nor included in a above) it was assumed that the aggregate 
completion of such orders was 50 percent. By relating semiprocessed orders to 
the fabrication lot to which they apply an additional 1.6 airplanes of equivalent 
production is represented by the fabrication work performed on these incomplete 
orders, 


| Quantity of | Ratio of | Number of | Equivalent 


semiprocessed oe aircraftin | “#.""* 
orders | orders to lot aircraft 


| Fis. 
| Total orders | 
Jor lot) 
(12,000) 

0. 007 | 

. 034 

- 055 
- 127 | 


2 


Total fabrication equivalent__._..---...-- 
Fabrication being 25 percent of total production 
effort airplane equivalent of this fabrication - - 
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Section 3 
Kaiser Manufacturing Corp. extimated cost of first 14 C-119 airplanes 


Total Unit 
Production costs: | 

Production material $3, 167, 990 | $226, 285 
Subcontractors’ costs - - ae j cab 3, 378, 354 | 241, 311 
Direct labor ; 3, 637, 788 | 259, 842 
Manufacturing expense 12, 038, 572 859, 898 
Engineering expense 4 5 538, 608 38, 472 
Portable tools and equipment 61, 264 | 4, 376 
Administrative expense 4 966, 322 | 69, 023 
Home office expense -- --- ; ‘ oa 262, 486 18, 749 


Total production costs . ; : ° . 24, 051, 3 1, 717, 956 


Nonrecurring costs: 
Project tools and purchased design service , 697, 836 
Portable tools and equipment : | 61, 264 | 
Plant rearrangement . | , 749, 230 | 
Contract termination costs. - - - 82, 334 | 


Total nonrecurring costs 
Total costs ee : ones 27, 642, 048 1, 974, 432 


ie Mad ne Pie tan co Se oe ; 581, 518 41, 537 


Total estimated cost __- , , 28, 223, 566 2, 015, 969 


Section 4 
Feasibility of meeting production schedule 


etn 1 
| 


| 
| 


| 


r 


| 
| 


December 
February 
Septem 
October 
December 


January 


November 


| November 


| 


Contract schedule. - . 

AMC estimate 

Schedule net position | 
(cumulative) ..-- f 0; B 


12 12 
7 9 


am 


(a) Basic assumption is a total of 159 airplanes will be accomplished by Decem- 
ber 1953. 

(b) Completion of 159 airplanes can be completed, provided there is no change 
in present contract schedule. 

(c) The contractor has capacity to produce in excess of a peak rate of 12 air- 
planes a month which will permit pickup of early arrearages by December 1953. 

(d) Estimated cost to complete the contract assumes completion of 159 air- 
planes by December 1953. 





Productio 
Subcontrs 
Direct lab 
Manufact 
Engineeri 
Portable t 
Administ 
Home offi 


Tot. 


Nonrecurt 
Projec 
Porta 
Plant 
Contr 


Tot: 

Tot 
Fixed fee 
Estimated 

Tots 


Subject 
Throug! 
To: Kai 
( 

1. Siz 
both tk 
Organiz 
firm for 
to an a 
some in 
your OV 
to guars 

ae 
which r 
Novemt 
novel or 
describe 
ically in 
cerned 
similar ¢ 

3. Th 
previous 
alleviati 

(a) Ir 
even shc 

(b) Li 
ment co 
Govern! 
effective 
under, t 
have re 
Novemb 
wastage 
be instr 
therefro. 

(c) In 
firm has 
when qu 
be a con 
personne 


27 

376 
945 
881 


476 
432 
537 
969 
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| 
Production costs Total Unit 


| 





Production material , | $18, 375, 312 $115, 568 
Subcontractors’ cost. - . : ; - 38, 368, 449 | 241, 311 
Direct labor baane 5 a 33, 859 | 154, 301 
Manufacturing expenses. coniatl ; 7 aE cal 33, 225, 555 397, 645 
Engineering expenses aan , 58, 657 | 45, 023 
Portable tools and equipment ; 195, 784 4, 376 
Administrative expenses 7 ae , 799, 574 | 30, 186 
Home office expense - -..-- ai . : | . .¢ 9, 060 


Total production costs 


Nonrecurring costs: 
Project tools and purchased design services ; 
Portable tools and equipment. - - -- id . eee 695, 78 4, 376 
Plant rearrangement. -.- . ‘ ; : a 19, 866, 2! 124, 045 
Contract termination costs. . -- a Sed 935, 5, 881 


Total nonrecurring costs Sack 40, 779, 684 | 256, 476 
Total costs... oi | 199,377 | , 253, 946 
Fixed fee . : 6, 604, 38: $1, 537 
Estimated engineering changes. J i 330, 7: 2, 080 


Total airplane estimated cost......- ebee ~ ---| 206,312, 1, 297, 563 





Exuisit C 
DeEcEMBER 5, 1952. 
Subject: Performance under United States Air Force contracts. 
Through: Air Force plant representative. 
To: Kaiser Manufacturing ‘ce Willow Run, Mich. 
(Attention: Mr. Edgar Kaiser.) 


1. Since your entry into the aircraft-manufacturing field in December 1950, 
both this Headquarters and the Air Materiel Command Procurement Field 
Organization have made frequent recommendations to, and demands upon, your 
firm for institution and continued application of management practices essential 
to an acceptable operation in performance of Air Force contracts. Although 
some improvements have been made, it is becoming increasingly evident that 
your overall progress to date falls far short of the minimum essentials necessary 
to guarantee reasonable costs to the Air Force. 

2. This letter is based primarily upon the findings of a special survey team 
which reviewed the C-—119 program status at your facility on 21 through 25 
November. However, the conditions reported by this group are not considered 
novel or unique in relation to your performance to date, but may more aptly be 
described as current and typical. Furthermore, although this group was specif- 
ically interested in only the C-119 program, this Headquarters is greatly con- 
cerned with all your aircraft unto which will evidently be accomplished under 
similar conditions. 

3. The primary areas of deficiency, which are still major, despite your repeated 
previous assurances that adequate corrective action had, or would be taken in 
alleviation of the unsatisfactory conditions, are: 

(a) Inability to forecast and maintain realistic manufacturing schedules for 
even short periods of time. 

(b) Lack of control of labor. Although it is recognized that your labor-manage- 
ment contracts may be of somewhat unique nature, the fact remains that the 
Government must demand that the contractor exercise full responsibility for 
effective usage of the manpower assigned to performance for, and reimbursable 
under, the contracts. The continued reports of idle manpower in your plant 
have resulted in a special manpower survey at your facility which started 
November 24, 1952. If the findings of this survey indicate significant manpower 
wastage after repeated previous warnings, the Air Force staff at your plant will 
be instructed to take immediate and stringent action to disallow costs arising 
therefrom. 

(c) In direct relation to the foregoing, there seems to be an indication that your 
firm has a tendency to substitute sheer numbers of personnel to perform tasks 
when quality of personnel on intelligent revisions of management practices might 
be a considerably more economical solution. Your ratios of overhead to direct 
personnel in many cases are completely inconsistent with the normal aircraft 


’ 
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industry sources. It is emphasized that efficient manpower utilizations must 
apply throughout your plant and not solely to direct workers. 

(d) Overall product quality control status is not in a healthy condition, despite 
a grossly high ration of inspectors to direct workers. The problem appears to 
be deeper than just physical inspection of work. In addition to continuing high 
levels of scrap generated in critical fabrication operations, such other factors 
as inadequate control of work in process and poor interdepartmental coordination 
are also causing an adverse effect on end item quality. 

4. The foregoing cited conditions are already long overdue for a satisfactory 
solution and their cumulative effect cannot fail to adversely affect cost of perform- 
ance on the contracts which have been awarded either directly, or as major sub- 
contracts, to your firm. Prior awards, as well as any consideration of KMC 
for future aircraft business, were made on the supposition that acceptable manage- 
ment practices would be available to support reasonable cost operations. There 
has been no deviation from this condition, nor is any contemplated. 

5. Although the Air Force has, and will continue to offer advice and guidance 
on specific plant-operation problems, it is emphaized that management is the 
sole and final responsibility of the contractor. It is requested again that you 
give the KMC and Chase Aircraft Co. airplane programs your personal and con- 
tinuing attention fully utilizing the complete resources available to you for cor- 
rection of the deficiencies in these programs. 

6. It is the intention of this command to expend increased and intensified 
administrative effort to your airplane contracts in the immediate future including 
whatever assistance the Air Force may justifiably render to insure the success 
of your operations. However, it is reiterated that the contractor must take 
full initiative in this effort. If subsequent reviews in the near future do not in- 
dicate reasonable progress on your part, the Government may be forced to take 
more severe action to protect the interest represented in contracts awarded to you. 


Mark E. Braptey, JR., 
Major General, USAF, 
Director of Procurement and Production 
(For the commanding general.) 


Exureir D 


Incurred costs, C-119 airplane, Kaiser Manufacturing Corp., Willow Run 























} 
To Oct. 31, 1952 To Jan. 31, 1953 
Nonre Nonre 
| i - ip ‘ } = 
per curring | Total | I ———. curring Total 
= costs costs 
Subject to fee: | | 
Production material. - .- $14, 257, 308)........-. | $14, 257,398) $16, 467, 012)_..._- . $16, 467, 012 
Subcontractors’ cost......| 16, 263,548] $6,202, 711| 22, 466,259) 20, 870, 658) $6, 613, 384) 27, 484, 042 
Direct labor . ............- 9, 626, 947)... ea } 9,626,047; 13, 633, 887)........- 13, 633, 887 
Manufacturing expense -- 31, 961, 464; 12,748,117) 44,709,581; 41,130, 849) 12, 748,117) 53, 878, 966 
Engineering expense 3, 587, 106)....-..-. | 9%, 587,106} 3, 626, 042).......-.. 3, 626, 942 
Project tool and design | 
service —e | 3 13, 616, 048; 13, 616, 048)_.......-- 13, 166, 962} 13, 166, 962 
Portable tools and equip- | | 
ment : Conshesiilecumeall 695, 767) 695,767; 1,391, 534 719, 786) 719, 787 1, 439, 573 
Plant rearrangement... .--| 931, 412| 931, 412}... _. 933, 462 933, 462 
Administrative expense...; 2, 567,507) 1, 254, 766 3, 822, 273 3, 430, 029 1, 254, 766, 4, 684, 795 
Home-office expense - --.-- 696, 058) 239, 670) 935, 728) 931, 077 239,670} 1, 170, 747 
Contract termination _--- ---| 91, 673 5 pail 639, 279 : 
Gabbtth. sin tdisssers 79, 655, 795, 35, 780, 164) 115, 435, 959) 100,810,240) 36,315, 427) 137, 125, 667 
Not subject to fee: 
Partial occupancy costs. 2, 041, 682 Se AE rene. aasienanicharins 2, 037, 900 2, 037, 900 
Computed liability audit 
adjustment..........._- = bee Mein 00-etaibbuccalels 282,519] 1 282, 519 
_f  aterneerete 2,982,870, 1,340,874) 4,323,744) 3,349,549) 1,340,874) 4,690,423 
Total costs Incurred_....| 82, 638, 65) 39, 162, 720) 121, 801, 386) 104,159,789) 39,411,682) 143, 571, 471 
i 





1U. 8. Air Force resident auditor advises that this figure may be decreased by approximately $50,000. 
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5, 962 


9, 573 
3, 462 
4, 795 
9, 2 

5, 667 
37, 900 
32, 519 
1), 423 
1, 471 


0,000. 
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Exuisir E 


C-119 production accomplishment as of Jan. 31, 1958, Kaiser Manufacturing 
Corp., Willow Run 

















TABLE I 
Order or assembly- 
ts list percentage 
Quantity | Der : “ iy 
; | eomplete as of Jan. | Equivalent 
Lot No. of — 31, 1953 (parentheti- | airplanes 
| cal figure as of Oct. 
| 31, 1952) 
Pile Rtinanth-waldiawshtignmeigiburs«nkeuatigiinand 2 100 | (100) | 2.0 
1-B. piace aliesaitiahins a Ph Ameated ‘ 3 | 100 (100) | 3.0 
1-C.... Sle cAAENCth KEE basonee pblleheguilesicel y 100 (98) 9.0 
2 : : ann > 16 99 | (87)| 15.9 
3. 16 80 (50) 12.8 
4 Bie : tuitiinnts . 25 45 (25) 11.3 
§.. shittibaitin cette - 34 17 (7) | 5.8 
6 6 Sicun a 25 6 (0) 1.5 
% vacailiad ade ee 29 0 |-_- 0 
159 | its 60.3 
From table II below, add work-in-process equivalent_..................-.-...- .6 
in dhne dst pibbmelnw tuecerouttbdbstipeabititk bdlindinanantnlny nails 60.9 
TABLE II 
ie “i ) ) iieiich tilinsceencanilie ian 
, | Ratioof | 
| Quantity | orders to Number | » , 
| ofsemi- | . | Equivalent 
Lot | mroessned (2) total of aircraft | aireraft 
| oa orders for | inlot | 
| orders (2) lot (12,000) | | 
| | | | 
BOB SB aesnhs- sn nenenoursicreedodadenetencbaniniea 40 | 0. 003 | 30 0. 09 
Gcuineute ch tné doen tewwdbanhbdaehe hikes itiacaial 54 . 004 16 | . 06 
CoM ccccthinduates [biecnsbetdecseisdcleeandboscl 129 | 01 25 | . 25 
5 ehipbianth vkemijidve * or -saee-| 044 | 08 | 34 2.7 
| | ses > 
6. Effect estimated in table I-.-...-.. : ‘ ieee | 3.1 


Norte.—Assuming fabrication to be 20 percent of total effort, sautediéhe angie anes stantial by un- 
completed orders in process is (0.20X3.0) 0.6. 


TABLE II 


1. Total equivalent airplanes produced as of Jan. 31, 1953..........- ballantines . on 60.9 
2. Total equivalent airplanes produced as of Oct. 31, 1952. ; \ . seiods 45.9 
3. Total equivalent airplanes produced in 90-day ane spdabeteinaetiadédemmats al ee 
4. Acceptances accomplished in same period. -.-.-_._. ded 2dn522 anaes 11.0 


5. Acceleration effort generated in equivalent ships... ..... nthe ottntieeninaal inca 
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Exnuisit F 


Kaiser Manufacturing Corp., estimated cost comparisons, 159 C—119 airplanes 


| 
| Oct. 31, 1952 | Jan. 31, 1953 


Production costs: 
Production material... ‘ . phases i iith ais esc al 375, 312 $18, 115, 665 
Semtenenre costs. __. ‘ 5 aie ae 8, 368, 449 35, 774, 523 
direct labor Wagece . Cede . “a 24, 533, 859 | 23, 991, 033 
Manufacturing expense _- is aa ‘stiats ‘ Shi 63, 225, 555 | 65, 070, 750 
Engineering expense bitin . ileal . , 158, 657 6, 160, 455 
Portable tools and equipment. - - - : a ‘ " 695, 784 | 698, 487 
Administrative expense ; a ane a ‘ } 799, 574 5, 720, 343 
Home-office expense ‘ Sa : 1, 440, 540 | 1, 555, 


Total production costs ona seneenes ‘ | ‘ 157, 086, 


Nonrecurring costs (including major subcontractors): | | 
Project tools and purchased design - - .. on . . . | 19, 282, 566 21, 678, 
Portable tools and equipment } oral 695, 784 698, 


Plant rearrangement ; 19, 866,255 | 19, 236, 6 
Contract-termination costs ‘ | 935, 079 639, 3% 


Total nonrecurring costs ; 5 42, 252, 


Total costs . A 199, 339. 
Fixed fee. ___- ’ . 6, 604, 383 | 6, 667, 


Estimated contract requirements ‘ 3 205, 981,797 | 206, 007, 3 


Unit requirements * 1, 295, 483 | 1, 295, 644 


Exuisit G 


C-119 production outlook 


1952 


Schedules 


: 
= 
> 
° 
Zz 


| December 
October 


| January 


| 
| 


oes August 


Contract 
Jones... 
Shop complete 


~_— 
~“I-Tbo 


1. With possible minor compensating adjustments, the above shop completion 
and Jones acceptance schedule appear feasible from observation of actual per- 
formance to date, as follows: 

(a) Remaining fabrication and subassembly work is generally a slight bit 
ahead of schedule. 

(b) The last May aircraft in major assembly on schedule. 

(c) The last April aircraft in final assembly on schedule. 

(d) Ship No. 34 out of factory ahead of schedule. 

(e) Final assembly hours (on airplanes from 100 percent KF fabricated parts) 
experiencing an extremely steep progress curve, on the order of 40,000 hours at 
end of lot 2, probably 15,000 hours or less at end of lot 3. 


Exuipit H 


Combined C—128 incurred costs—Contract AF 33(038) 


6 through Jan. 31, 1953 


if 
2244 
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Exursit I 


Chase Aircraft Co., Inc., consolidated with major subcontractor Kaiser Manufactur- 
ing Corp., estimated cost comparisons—244 C-123 airplanes 


i 











Negotiated 
costs Jan. 31, 1953 
=~ __ jot ‘i os 
Production costs: 
TEN a... cnn bb dodadherghocendhbdboatadosnendbeshderdh $22, 308, 348 $17, 517, 736 
Subcontractors costs... Soe i othe eines « atit Gnilliemaers 43, 470, 093 44, 470, 952 
Direct labor.......-.-...--- Seecdhethdcewere prtibdelipaok<pree 20, 232, 459 22, 566, 584 
IIIS, orn atih- end iadnteragdoeniesbnatkenwunbinns 1 41, 035, 580 50, 239, 112 
en cncededpecdhdbhesencassseckecbesteutticcocel 7, 561, 134 5, 294, 800 
Administrative expense____---.--- es" jimpene noel 1 6, 265, 098 6, 049, 004 
Home office expense-.- ---.------ Finecmansed kp eospapeniesses be chat S¢3~ 1, 486, 204 
ee ee ee ee -~----| 140, 872, 712 147, 624, 392 
Nonrecurring costs (including major subs): 
Project tools and aumuned oungne. abhinpnaheeietedbenchpeasienaaa 24, 771, 342 2 30, 776, 696 
Basic engineering __- -- - - indhanuetpentanekeiraarennminpinilh 4, 337, 905 4, 733, 600 
Plant rearrangement _- Rand iaip th Mntdinsatabitaaedcebdacmpid di 1 7, 409, 059 7, 450, 052 
I CEN Hida Nati dinpdbe tccidctiarddendccccidend 36, 518, 306 42, 960, 348 
Rebitintle F oores da dic decn cocacsd. deep Seed ees don teee shes caeens 177,391,018 | 190, 284, 740 
ER ve scndiwecends tien diane Sabb itp deve givewkapaieb dtd Sn acne 9, 662, 888 9, 662, 888 
Estimated contract wr AAO Ne MTL STTETEERGE CSTE ey 187, 053, 906 200, 247, 628 
ae iin din 5 hh aed dons lbinnndetocedesedisntbacd 766, 614 820, 687 





! The amount included in “Rearrangement expense” includes transfers of funds (estimated by AMC) 
from ‘‘Manufacturing, administrative, and home office expense accounts’ to cover nonrecurring starting 
costs. 

2 Includes additional tooling to meet peak rate increase of 10 per month from 25 to 35. 





Exuisit J 
C-—123 ScuEpuLE Forecast 


The C-—123 schedule, currently called for in WA-20, provides for delivery of 
the second and subsequent airplanes (243) from Willow Run on the following 
schedule which represents an approximate 6 months’ slip from the negotiated 
contract schedule and increases the contract schedule peak of 25 per month to 
35 per month so as to attain total inventory requirement of C—123 airplanes 
(on contract and pending) at a date approximately the same as that which would 
have been attained had this program not been subject to prior slippages. 


1953 1954—Continued 
ODOR os od neh eect Pe .W.<-5 54 conGunkeiegeboeacsh 19 
ong Mel dn. do intnctmn  temenie an ae adore ileg gl aR tee a 22 
ONONOR 3 Ma. 524. chbncdoot jo. (SR RR sae BN 25 
SE ee bn cnn eomndunh PN oon oc vine wee ebecnks 28 
ns dos weatad Gun weds ie Se 
1954 DOIN re in is Siti wig 34 
SN eee gob oiae 5 | December. .-........ see aad 26/9 
op eS ee 7 
PE sade deta no tnemd dhe 10 1955 
— oS Dk AE a ot ST EG Seco ce bdannadestout 35 
TN cctercoinacecna les sascaae dct theriiliinitn 16 


The additional increment of 10 airplanes per month follows the same initial 
acceleration and to attain 35 per month instead of 25 per month is not considered 
& major problem, provided the initial delivery rate can be met. 

This schedule is an extremely tight one, both from the standpoint of initial 
delivery requirement and subsequent acceleration. As of the date of this survey, 
it still appears to be attainable insofar as Willow Run effort is concerned, and 
the survey team recommends that no change be made, unless subsequent review 
indicates some slippage in detail schedule elements ‘whieh would prevent its 
attainment. Factors pertinent to this recommendation are: 
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(a) Cost forecasts are highly dependent upon schedules. It will be cheaper 
for the Air Force to pay for overtime and other premium production make 
ready expense now than to allow a general slip in this schedule with the attendant 
increase in overhead incurrence over an extended time period. 

(b) A realistic tool tryout program based on schedule requirement can meet 
the manufacturing requirement dates for the balance of the Willow Run un- 
screened tools. 

(c) Willow Run assemblies for the No. 2 airplane are on schedule, and if West 
Trenton promise dates are met, fixture loading will be substantially on schedule. 
The subsequent manufacturing and assembly schedule allows reasonable time for 
assembling of a first airplane. 

(d) That portion of detail manufacture required for lot 1 and 2 airplanes 
(4 and 10 airplanes respectively) is on or ahead of schedule. 

(e) C-119 lots 6 and 7 are being combined in fabrication to allow additional 
machine loading capacity for C—123 parts. 


It is recommended that a detail production progress reporting system, preferably 
in graphic form be established by the C-123 project office which will portray 
both West Trenton and Willow Run progress on an integrated basis against 
the required index schedule. This should be reviewed on not less than a monthly 
basis from the date of this survey and substantiated by actual plant verification 
as necessary. By such action the continuing supportability of this schedule can 
be determined and a proper decision made as to whether a subsequent reschedule 
is necessary. 

Exuisit K 


CORRECTION OF PrRioR DEFICIENCIES 


The following is a list of deficiencies summarized by the November 1952 survey 
team for which specific corrective action was requested of the contractor in exhibit 
C, along with a brief summary of corrective action taken as of the date of this 
survey. 


1. Contractor’s inability to forecast and maintain realistic manufacturing schedules 

Substantial progress has been made in correcting this deficiency. The so-called 
Jones schedule which is the pickup schedule laid down by Kaiser Manufacturing 
Corp. in early January 1953 to allow completion of the C-119’s by December 31, 
1953, appears to be realistic in relation to their attained and potential shop per- 
formance. As of the date of this survey, the contractor was on or slightly ahead 
of this schedule in all manufacturing departments. Realistic scheduling ability is 
generally dependent upon proper interpretation of past performance on similar 
jobs. The contractor now has methods of reporting shop performance and appears 
to be willing to use this factual information rather than quoting impossible target 
schedules. Realization of schedules depends upon an adequate production con- 
trol system with sufficient check points therein to forecast and isolate delay 
factors early enough to allow corrective action. Continuing improvements in 
this production control system are being made although its current status is 
probably acceptable asa minimum. The C1 19 program will still be accomplished 
more on a “brute force” shop loading basis than is desirable, since the past sins 
cannot be entirely washed out by a relatively newly installed system. The C-123 
production planning, scheduling and control requirements should, however, have 
the benefit of a workable system which can maintain balanced shop loading. 
General relations with the collective bargaining group give the general appearance 
of overall improvement. 


2. Lack of control of labor and overmanning 


This prior deficiency has been subject to major corrective action and can be 
subject to still further improvement. A greatly accelerated tempo of production 
operations is visible in the factory, and this observation is readily verified by 
comparison of work output versus direct labor available. The slowdown of deliv- 
eries to fill up the factory pipeline has had a major effect since the shop is now 
pushed from fabrication and there are no open work stations. By rigid enforce- 
ment of move schedules and a steady availability of parts and assemblies, the 
available labor is forced to work by schedule which probably produces better 
labor utilization than any amount of direct supervisory pressure in this particular 
shop, if not in general. 
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The following tabulation portrays the general reduction in manpower in the 
facility during the 90-day interval between the two Headquarters AMC surveys. 
It is interesting to note that automotive production has remained practically 
constant, C-119 production has substantially doubled and the C—123 started in 11.9 
fabrication concurrent with this personnel reduction: and Cl 
ip teelhaasonnisonanepasninerypenn-st es Tati innit ahetiansinnatncaeartitiiae: cannot 
As of Nov. 4,1952 | As of Feb. 3, 1953 of Dec 

: ~ Friday 
deferre 
held in 


Automotive Aircraft | Automotive | Aircraft 


— . ae aeons ee a eet Atte 
Direct. _- Lh 2, 301 3,885 | 1,595 (—706) | 3,486 (—399) admin: 
Indirect... aie é 4, 436 . 3 8, 610 3, 884 4 (—552) _ 7,650 (—960) the bas 
Total _ _- . 6, 737 | 12,495 | 5,479 (—1,258) | 11,136 (—1,359) tive m 
Ratio indirect direct ‘ 1. 93 , 2.22) 2.44 , 2. 19 of ope! 
Total employment_--....--..--. | 19, 232 16, 615 (—2, 617) of ove 
ea er oe ee eee oe ae , curtail 
Norte. —Parenthetica] figures show reduction in 90 day period surveyed. In v 
" / shrink: 
8. Substandard overall product quality control workir 
Specific actions accomplished to improve quality levels are as follows: Manuf 
(a) Application of floor inspection to each operation on a “‘first-piece”’ basis 2. C 
before running the entire lot of part . Although about one-half of 300,000 parts compl 
in process were built prior to the institution of the system, a noticeable effect site, V 
on parts quality has already been evidenced by this inspection breakdown. The good | 
so-called 100 percent crib inspection, (a complete finished part inspection on a virtue 
lot sampling basis) will be continued as a check on the successive operation manag 
inspection, but may eventually be reduced in scope as the earlier inspection gains of 8 n 
full force. It appears also that lower inspection skills can be used on such an by th 
inspection breakdown. Since application of this inspection philosophy, initial the co 
rejection rates have risen which does not indicate poorer parts being produced, in the 
but does indicate that defective items are being found much earlier in the manu- whiche 
facturing cycle with consequent reduction in rework and repair cost. The ment 
scrap rate has reduced from nearly 10 pereent to about 6 percent. arrang 
(b) Tool quality and coordination, which basically determines parts quality The 
has improved to a minimum acceptable level on the C-119 program more or board 
less by schedule generated force. It appears that further improvements on the owner 
C-119 will not be great due to the limited production run outstanding. The The 
C-—123 tool program holds promise of causing much less trouble than has the until | 
C—119, because of the following features: by Mr 
(1) Tool subcontracts were for a complete family of tools required to pro- Mr. 
duce a detail part, and wherever possible, the tool vendor was required to fur- also a) 
nish the tool family with associate drawings and templates for build of a proof an org 
part from the tool at a central point. direct 
(2) Approximately 5,000 of the 9,500 detail parts required have the first lot presid: 
run completed and 1,100 more are in first fabrication run. The remaining tool liking 
families are being subjected to a rigid screening check with priority geared to a wril 
manufacturing sequence requirements before release to shop. indica 
(3) The assembly tools appear to be of excellent quality and the mastering would 
program should assure assembly coordination. The only deficiency in this area chart. 
appears to be the major concentration of work in the fuselage assembly fixtures _ The 
which will have to be subject to continuing scrutiny to determine if further Co. to 
subassembly breakdown can be made. Procu 
(c) Tool control problems have been greatly lessened by the simple expedient zation 
of storing detail tools for a particular cost center in a crib immediately adjacent did ne 
to the using shop. Furthermore, all templates required for a shop order are aspect 
released with the order and material and stay with the job until inspection is sequel 
complete in the 100 percent crib. and a¢ 
(d) The “cabbage patch’’ of semiprocessed and unidentifiable parts has been that : 
cleaned out. To prevent its recurrence, the production control system has gone One o 
to the extreme of providing individual pasteboard tote boxes for all parts in was a 
process, with the shop orders and templates traveling in the same box. of the 
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Exarsit L 
PROBLEMS OF THE GENERAL NATURE CONCERNING THE CHasEe-K MC-KF Proaram 


1. The question of the financial capability of Kaiser Manufacturing Corp. 
and Chase to perform, as related to the overall Kaiser-Frazer financial adequacy, 
cannot be determined until or unless balance sheets and profit and loss statements 
of December 31, 1952, and January 31, 1953, are made available to AMC. On 
Friday, February 27, Messrs. Miller (vice president) and Hollis (comptroller) 
deferred furnishing such figures pending outcome of directors’ meetings being 
held in New York City. 

Attention is called to the fact that certain allocable overhead (manufacturing, 
administrative, and home office expense) is charged to automotive and aircraft on 
the basis of direct man-hours expended in those divisions. Reduction of automo- 
tive man-hours because of one 2-week and one 1l-week shutdown or curtailment 
of operations in January and February 1953 are reflected in the higher percentage 
of overhead chargeable to aircraft operations during those months. Future 
curtailment of automotive production will have a similar effect on aircraft costs. 

In view of the continuing losses in the automotive division, and the consequent 
shrinkage of a large part of the value of the Kaiser-Frazer guaranty, additional 
working capital is required to insure completion of existing contracts by Kaiser 
Manufacturing. 

2. Chase organization.—Proper performance of the C-123 contract requires 
complete administration of all aspects of the program at the major production 
site, Willow Run. This administration must be conducted in accordance with 
good business practices. In the Chase organization the board of directors, by 
virtue of the certificate of incorporation and corporate bylaws, is charged with 
managing the affairs and business of the corporation. The board is composed 
of 8 members, 4 controlled by the 51 percent ownership, Mr. Stroukoff, and 4 
by the 49 percent ownership, the Henry J. Kaiser Co. In accordance with 
the corporate bylaws and certificate of incorporation, in the event of a vacancy 
in the board of directors, the replacement for the vacancy shall be appointed by 
whichever of the stockholders controlled the vacating member. (This arrange- 
ment is effective until September 1954, and Chase has agreed to extend the 
arrangement through performance of the contemplated follow-on contract). 

The president of the corporation, Mr. Bedford, executes the policies of the 
board of directors. Mr. Bedford is also a director appointed by the Kaiser 
ownership. 

The board of directors was unable to agree on a corporation organization chart 
until the Kaiser interests recently agreed to accept an organization proposed 
by Mr. Stroukoff. 

Mr. Bedford requested a legal opinion of the Chase counsel, Mr. Wood (who is 
also a Stroukoff-appointed director) as to whether he, as president, might establish 
an organization of his own liking in the absence of agreement by the board of 
directors. Mr. Wood provided him a written opinion to the effect that the 
president did not have the prerogative of establishing an organization to his own 
liking in the absence of board approval. Subsequently, Mr. Bedford has obtained 
a written legal opinion from the counsel of the Kaiser 49 percent ownership 
indicating that the opinion of the Chase attorney is in error and that Mr. Bedford 
would be exercising proper prerogatives if he should draw up his own organization 
chart. 

The organization chart drawn up by Mr. Stroukoff was presented by the Chase 
Co. to the local Air Force at Willow Run for recommendations. Chief, Central Air 
Procurement District and the Air Force plant representative reviewed the organi- 
zation chart and the contract and decided that the organization chart submitted 
did not comply with the terms of the contract, in that actual administration of all 
aspects of the production program would not be centered at Willow Run. Con- 
sequently, he instrueted the administrative contracting officer to write Chase 
and advise them to submit an organization chart by March 28 which will indicate 
that all phases of the production program will be controlled at Willow Run. 
One of the agreements between the Air Force and Chase when the C—123 contract 
was awarded was that the Kaiser interests would furnish proper management 
of the Chase organization. It was pointed out to Mr. Bedford that an even 
split of the board and control of the presidency by Kaiser interests indicate 
that sufficient tools are available to the Kaiser interests to manage the Chase 
organization. Mr. Bedford indicated that the Kaiser interests are reluctant to 
exercise those prerogatives which are being resisted by the 5l-percent ownership 
for fear of a stockholders’ suit. The Kaisers feel that a stockholders’ suit at 
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present will jeopardize their position in certain negotiations being conducted in 
regard to a merger with Willys-Overland. 

3. Facilities —When Willow Run was set up to produce C-119 aireraft, ap- 
proximately $124 rrillion was made available for Government facilities to produce 
93 C-119 aircraft per month. When the C-119 program was reduced and the 
C-123 aircraft was phased in, it was with the understanding that C—119 facilities 
would be utilized where possible. An additional $1% million was made available 
to Kaiser-Frazer for facilities at Willow Run and slightly less than a million dollars 
was made available to Chase for facilities at West Trenton. This distribution 
was based on the understanding existing at the time distribution was made that 
no production would be accomplished at West Trenton. Subsequently, this 
headquarters recommended favorable consideration of a certificate of necessity 
for construction of 163,000 square feet of new brick and mortar facilities by 
Chase at West Trenton. The certificate of necessity was eventually approved. 
This headquarters and Chase have agreed that production of all doors, ramps, 
hatches, etc., for the C—123 will be accomplished at West Trenton. As a result, 
Chase has recently requested $900,000 worth of additional facilities. In the 
meantime, approximately $4 million of the original $12% million provided 
Kaiser-Frazer at the inception of the C-119 program was declared surplus. 
When Chase requested a certificate of necessity for the new building at Trenton, 
it was with the understanding that the new building would be sufficiently com- 
pleted prior to June 30, 1953, so that the presently occupied Navy facilities at 
Trenton could be vacated by that date. As of February 20 the construction 
contract had not yet been let for the new facility and it is apparent that it will 
not be ready by June 30, 1953. It is expected that Chase will request another 
extension of occupancy of the Navy facilities. If this is the case, it appears that 
the production facilities required by Chase will have to be installed in the Navy 
facilities and subsequently removed and reinstalled in the new facilities if the 
West Trenton C—123B assistance program schedules are to be met. 

A substantial portion of the facilities money allotted to West Trenton has 
been expended for a low volume type of production tools which will not be suitable 
for any quantity production. This type of machine tools will now have to be 
coreg by the tools contemplated in the $900,000 presently requested by 

Shase. 

4. Production planning.—Since the inception of the C—123 contract, the Chase 
production plan has changed many times. At one time nose sections and flaps 
were scheduled to be produced at West Trenton. At another time outer panels 
and flaps were scheduled to be produced at West Trenton, with the rest at Willow 
Run, except for other normal subcontracting. Then no production was to be 
accomplished at Trenton. Next the plan was for five sets of priming details to be 
produced at Trenton. Now the plan is for certain major components for a few 
airplanes to be constructed at Trenton, in addition to the priming details, and for 
continuing production to be accomplished on the doors, hatches, ramps, etc., 
mentioned above. Each time the basic production plan was changed, obviously 
the program has acquired a new direction. Realinement of facilities has been 
necessary. Personnel, purchasing, and material requirements have been basically 
changed. All of these difficulties, plus the duplicate purchasing facilities men- 
tioned above, can be traced back to the fundamental organization problems. 

5. New C-123 programs.—Headquarters, USAF has directed procurement of a 
prototype C—123 in a special configuration for E. and E. and ARS missions. A 
»yroduction quantity of 128 of these aircraft has been mentioned in correspondence. 
The firmness of this requirement should be reviewed at this time and if the re- 
quirement does exist, a determination must be made as to where (Willow Run or 
Trenton) and how (modification or new production) the aircraft shall be built. In 
addition to the prototype airplane mentioned above, another prototype, the 
pantobase configuration, is being ordered by ARDC. Whether to build the 
prototype airplanes by new production or modification methods must be resolved. 

6. Air Force Administration.—At Chase, West Trenton, from August 1951 until 
the present there have been six different contracting officers assigned. Most of 
these changes were due to circumstances beyond the control of the Air Force. 
It is recommended, however, that, due to the complex situation outlined above 
special emphasis be placed on selecting the appropriate personnel and obtained 
continuity in the administration of this program, both at Trenton and at Willow 
Run. 

7. C-123B second source subcontract program as related to PAI P.—Although 
current C-123 subcontract structure is sufficient to support all production up to 
35 per month rates, the PAIP requirements for up to 200 per month rates become 
critical in relation to landing gear and nacelle requirements. Headquarters, 
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AMC had previously directed that Chase obtain second subcontract source on 
these assemblies but to date the contractor has accomplished no definitive action 
in this regard. It is reeommended that the AMC requirement for this second 
source be withdrawn since a major cost increase would be involved for such a 
program and this would represent an increasingly unwise and premature expendi- 
ture of funds in the event of any further program slippages on the C-123. 


DOCUMENT NO. 3 
May 4, 1953. 
Subject: Omaha package, it’s origin as regards K-F’s C-119 program. 
To: Resident Auditor, Central Air Procurement District, Willys Motors, Inc., 
Willow Run, Mich. 
(Attention: Mr. W. 8. Sprague) 


In response to your recent inquiry, you were informed that following K-F’s 
further study of the subject matter, you would be advised of their findings. 

Of the present K-F organization, Mr. L. E. Jagnow, K-F’s coordinator of Gov- 
ernment-owned facilities, is the one most qualified to advise concerning the origin 
of the ‘Omaha package’’ as regards K-F’s C—119 program. 

As he recalls, it was at a meeting in late December 1950, following the award of 

K-F’s letter supply contract AF 33 (038)—18481 that K-F was apprised of the 
existence of an industrial mobilization plan. The meeting was held at Wright 
Field in Colonel Andrews’ office who, at the time, was head of the Facilities 
Branch. The meeting was attended by Mr. Jagnow and Mr. Harvey Smith 
(formerly K-F’s manager of aircraft operations) and other K-F management 
personnel, 
; Mr. Jagnow recalls that at the conclusion of the meeting, Colonel Andrews 
showed Mr. Smith four volumes of an industrial mobilization plan prepared by 
Fairchild Aircraft Corp, and lent them to Mr. Smith for initial orientation work 
and study in connection with K-F’s program, 

On January 10, 1951, at Wright Field, Mr. Paul Packard, Civilian Chief, 
Airframe and Engineering Branch, advised Mr. Jagnow concerning Fairchild’s 
contract with the Ain Force covering the Omaha study. Mr. Packard advised 
that under the contract, Fairchild was to prepare ard maintain current the neces- 
sary technical data, prints, surveys drawings, reproducibles, and other items 
covering all phases of a plan to activate an aircraft installation at Omaha, Neb. 
He advised that there were 18 4-drawer files of the technical data at GAP No. 1— 
Omaha, Neb. It was Mr. Packard’s thought that the above information would 
be helpful to K-F. Accordingly, he advised that he was issuing instructions to 
ship the files to Willow Run and also that he was issuing instructions to Fairchild 
and to the Air Force accountability officer at Hagerstown to ship any other 
information applicable to the Omaha study to K-F at Willow Run. 

From the above and to the best of the knowledge of those whom we have been 
able to contact, K—F did not at any time make a direct request for the “Omaha 
package.” Rather, it seems that they gratefully accepted that which was made 
available to them through the offices of Colonel Andrews and Mr. Packard. 

Apparently, in accordance with Mr. Packard’s above-mentioned instructions, 
the “Omaha package’’ was shipped to K-F at Willow Run. The complete 
package was received as follows: 

(a) United States Government Waybill No. WX-—8604623, 83 pieces, records, 
received January 25, 1951. 

(b) Hagerstown shipment No. 1 received January 30, 1951, delivered by 
C-119, Colonel Cleveland. 

(c) Hagerstown shipment No. 11, FAD shipping order No. 25680, received 
April 30, 1951. 

A meeting held at Willow Run on May 21, 1951, was attended by the following: 


AF PERSONNEL K-F PERSONNEL 


Maj. C. F. Barclay, contracting officer John Hallett, vice president 
Maj. R. C. Ulrey, AF plant representa- M. Miller, vice president 
tive 8. A. Girard, vice president 
Capt. F. P. Bretney, administrative H. V. Lindbergh, vice president 
contracting officer L. K. Covelle, K-F Wright Field repre- 
Lieut. Gen. G. Whipple, project officer sentative 
Paul Pate, civilian employee 8. F. Patyrak, contract administrator 


84931—53—pt. 1——12 
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At the meeting, it was agreed “All information supplied by USAF to K-—F 
from industrial mobilization planning file shall become a part of engineering 
data and manufacturing data, along with such data as will be received from 
Fairchild under the technical assistance agreement. No separate file shall be 
maintained. A letter confirming the above agreement reached with Captain 
Packard of USAF is to be written by K—F to USAF through contracting officer.’’ 
The above quote was excerpted from the minutes of the above meeting which 
were distributed to both Major Ulrey and Captain Bretney. Apparently the 
letter was not written. 

As the TAA data applicable to subsequent planes started to arrive at Willow 
Run, the “Omaha package’”’ data became less useful and finally was, in effect, 

tirely supplanted by the more current data furnished under the TAA. 

In view of the agreements outlined in the minutes of the above meeting of May 
21, K—F proceeded until June of 1951 on the basis that they would not be re- 
quired to reassemble the “package.”’ At a meeting of June 13, 1951, at Willow 
Run, in compliance with a request from FAD’s Mr. Landers, Major Barclay 
instructed that the ‘“‘package’”’ be reassembled for FAD’s use in connection with 
the then proposed FAD Chicago C-119 facility. Because the AMC-FAD 
arrangements to reactivate the FAD Chicago C—119 facility were canceled, 
FAD did not take custody of the reassembled “package.’’ Rather, it remained 
at Willow Run until July 1952. 

On May 15, 1952, K—F wrote to Colonel Ulrey requesting instructions regard- 
ing disposition of the reassembled “package’”’. On June 23, Captain Bretney 
responded with instructions to ship the data to the Birmingham modification 
center. As explained in K—F’s August 6 letter, the ‘package’? was shipped on 
July 2 and 3 in accordance with the captain’s instructions. The shipments were 
made under shipping officers vouchers No. CV—53—1 and CV—53-2. 

It is to be noted that as a result of the normal usage (wear and loss) K—F 
was not able to completely reassemble the ‘‘package.’’ ‘The shortages were indi- 
cated both in Captain Bretney’s June 23 letter and in K—F’s letter of August 6, 
1952. The July 2 and 3 shipments were comprised of the complete “Omaha 
package” excepting the above-mentioned shortages. 

In conclusion it can be said that the ‘Omaha package”’ served its purpose—-it 
provided K—F with some of their earliest preliminary data applicable to FAD’s 
early C model C-119 airplanes. Similarly, the technical assistance agreement 
served its purpose—at the outset it provided K—F with a source of more complete 
and more current C-—119 data. It included all of the engineering changes which 
had then been approved. Subsequent data furnished under the technical assist- 
ance agreement supplemented and revised portiens of the earlier information to 
comply with subsequent engineering changes. Further, the technical assistance 
agreement provided assistance not included in the ‘“‘package’’; i. e., priming parts, 
exchange of personnel, and other tangible assistance. 

Any further questions which you may develop will be given our prompt atten- 
tion. 

S. F. Paryrak, 
Defense Contracts Administrator 
(For Willys Motors, Inc.). 
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DOCUMENT NO. 4 


Kaiser Manufacturing Corp., Willow Run, Mich.—Schedule of costs incurred on 
contract AF 33(038)—18481 


(Period: Dec. 20, 1950, through June 13, 1953] 


Total estimated 


Accumulated Estimated costs 
caananilates = ed costs | “costs incurred 


costs through | incurred, June . , 
May 31, 1953 1 to 13, 1953 ae ae 13, 
Direct reimbursement costs: 
Production material : | $17, 942, 755. 98 | $17, 942, 755. 98 
Subcontractor’s costs- .- -- | 34, 010, 062. 39 34, 010, 062. 39 
Direct labor ha 18, 284, 097.71 | $540, 000. 00 18, 824, 097. 71 
Project tools : 13, 357, 976. 07 s 13, 357, 976. 07 
Portable tools and equipment 1, 391, 462. 47 |. Boe 4 1, 391, 462. 47 
Plant rearrangement 934, 703. 18 |_- = 934, 703. 18 
Contract termination ; 647, 974. 45 |. 647, 974. 45 
Voucher register charges 911, 956. 21 1911, 956. 21 
Subtotal. -_-- F 86, 569, 032. 25 1, 451, 956. 21 88, 020, 988. 46 
Overhead costs: 
Manufacturing expense | 64, 368, 331. 69 1, 192, 860. 00 | 65, 561, 191. 69 
Engineering expense pided 3, 932, 576.15 | 52, 170. 00 3, 084, 746. 15 
Administrative expense -.. = 5, 804, 169, 84 128, 310. 00 | 5, 932, 479. 84 
Home office expense - - oa A 1, 510, 463. 66 36, 660. 00 , 547, 123. 66 
ER pee sSentil ies 75, 615, 541. 34 1, 410, 000. 00 77, 025, 541. 34 
Other costs: 
Partial occupancy costs 2, 028, 737. 20 2, 028, 737. 20 
Total incurred costs... .. pbialile’ a 164, 213, 310. 79 | 2, 861, 956. 21 167, 075, 267. 00 
Fixed fee accrued. ........-. dete 5, 501, 894. 00 |. 5, 501, 894. 00 
Total incurred costs and accrued fee. _-___- 169, 715, 204. 79 2, 861, 956. 21 172, 577, 161. 00 





1 Voucher register totals cannot be readily broken down by cost element at this time. The total includes 
production material, subcontractor’s costs, and overhead costs 


DOCUMENT NO. 5 


Kaiser Manufacturing Corp., Willow Run, Mich., Schedule of costs incurred on 
contract AF 33(038)—-18481 


(Period: Dec. 20, 1950 through May 31, 1952] 
Accumulated costs 






I. Costs subject to fee: through May 31, 1952 
Production material . , $11, 942, 117. 10 
Subcontractor’s costs 13, 291, 589. 40 
Direct labor _ - - ---- ; af i 3, 748, 075. 31 
Manufacturing expense 7 29, 772, 754. 35 
Engineering expense _ - : 2, 531, 910. 31 
Project tools and purchased design services 12, 597, 933. 40 
Portable tools and equipment ‘ ‘ 1, 420, 260. 69 
Plant rearrangement (ordinary) L ? 686, 102. 87 
Administrative expense ; 2, 539, 527. 95 
Home office expense st 653, 683. 36 
Contract termination costs 347. 15 

Subtotal- — - -- isi , sii 79, 184, 301. 89 

II. Costs not subject to fee: 

Partial occupancy costs 1, 699, 768. 61 
Unaudited liabilities - - - - ae 1, 598, 810. 78 
Subtotal Seki ridncttatatta tesa cee bien tne 3, 298, 579. 39 


Ili. Acerued fee...........-- a 3, 183, 763. 00 


IV. Total incurred costs and accrued fees 9 eal 85, 666, 644. 28 
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DOCUMENT NO. 6 


Kartser-FRazer Corp., 
Willow Run, Mich., July 2, 1951. 
Subject: Conditions Causing Excessive Costs. 
To: AF Plant Representative, Central Air Procurement District, Kaiser-Frazer 
Corp., Willow Run, Mich. 

1, A system survey in process by the resident auditor, Auditor General, USAF, 
at Kaiser-Frazer Corp., Willow Run, Mich., and the current audit of costs sub- 
mitted for reimbursement by Kaiser-Frazer Corp. under prime contracts AF 
33(038)—-18481 and AF 33(038)-18485 discloses unfavorable conditions that, in 
the opinion of the resident auditor, USAF, result in excessive costs to the 
Government. 

2. Unfavorable conditions are listed, in part, as follows: 

(a) Factory employees tamper with time clocks and time clocks in many 
instances record from 1 to 2 hours later than the actual time. 

(b) Factory employees damage clocks intentionally. In excess of 20 percent 
of the 130 clocks are continually in process of repair. On June 30, 1951 there 
were 24 clocks damaged. 

(c) Employees avoid plant protection guards by climbing the fence. 

(d) Factory employees on the first shift stop working approximately 30 minutes 
before the shift ends and the time to punch their timecards. 

(e) Clock cards show many erasures, changes, and omissions of clock-time 
stamp. In correction of omission of clock time-stamp, in many instances the 
time is entered in pencil without authorized approval evidenced by initials or 
signature of authorized supervisory personnel. 

(f) The contractor does not make attendance floor checks. 

(g) Plant-protection guards are not stationed at the clock stands to prevent 
employees from clocking more than one clock card. 

(kh) Employee cannot be readily identified or badges are not properly worn. 

3. The above conditions are submitted for the AF plant representative’s 
information and attention, in accordance with AFR 175-36. 


Sipnpy C. So.omon, 
Resident Auditor. 
ec: Contracting officer, K—-F Corp., AFAUDC-I. 


DOCUMENT NO. 7 
Juuty 5, 1951. 
Subject: Conditions causing excessive costs. 
To: Kaiser-Frazer Corp., Willow Run, Mich. 


(Attention: Mr. Stanley F. Patyrak, contracts administrator.) 


Attached hereto is a copy of a letter dated July 2, 1951, on above subject. In 
regard to paragraph 2c of enclosed letter, it is suggested that the plant-protection 
guards at the gates be rotated at nonscheduled hours in order that the employees 
will not become familiar with a particular guard at a particular station. 

In regard to paragraph 2e it is suggested that supervisory personnel be cautioned 
to use more diligence in pursuing this matter. 

With reference to paragraph 2f it is reeommended that attendance floor checks 
be made a standard routine function. 

In reference to paragraph 2g it is recommended that additional plant-protection 
guards be hired to be stationed at the clock stands. It is understood that the cost 
of such additional guards is a proper charge under the supply contract. 

Ray C. Unrey, 
Major, USAF, AF Plant Representative. 
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DOCUMENT NO. 8 


Katser-FRAzER Corp., 
Willow Run, Mich., July 6, 1961. 
Subject: Conditions causing excessive costs, Ulrey/ej/8414 
To: AF Plant Representative, Central Air Procurement District, Kaiser-Frazer 
Corp., Willow Run, Mich. 

This will acknowledge receipt of your letter dated July 5, 1951, to which you 

pee a copy of a letter from Mr. 8S. C. Solomon, resident auditor, dated 
uly 2, 4 

(1) With reference to paragraph 2 (a), (b), and (e) of Mr. Solomon’s letter, we 
would like to discuss these matters as one related problem. It is the tampering 
with time clocks and its resultant damage, as mentioned in (a) and (b), which 
causes the majority of the errors in the clock cards mentioned in (e). In order 
to properly account for an employee’s time, these errors must be manually cor- 
rected by the timekeepers, which corrections they have always been authorized 
to make. Timekeepers will be instructed to do their work legibly and more 
neatly, and to initial chenges as they make them. In addition to the above, all 
time clocks will be tested prior to checkout time and any that have been thrown 
out of order will be made inoperative and the employees routed past a functioning 
time clock. Plant-protection officers will be on hand to assist in rerouting the 
flow of employees. 

(2) With reference to paragraph 2 (c), which is the matter of installation of new 
fencing and the repair of old fencing, this subject was discussed as a matter of 
general plant security with the Air Force personnel early this spring. This item 
of fencing was submitted in the appendix to the facilities contract on June 29, 
1951, for consideration by the Air Force and authorization for expenditure of 
funds. An early approval of this item will be appreciated. 

With respect to repair of old fencing, we wish to inform you that we are im- 
mediately undertaking repairs to existing fencing as may be necessary. 

(3) With reference to paragraph 2 (d), the factory management will insist that 
supervision keep all employees on their jobs until quitting time. (See attached 
memorandum from the Works Manager to Supervision.) 

(4) With reference to paragraph 2 (f), our present procedure is that the time- 
keepers observe the ringing of clock cards, both in and out, at the clock stations, 
and receive, each day, a report from each foreman certifying the number of hours 
that the employee worked and the jobs on which he worked. The hours reported 
by the foreman are verified to the elapsed time recorded on the clock card. 

We have felt that this system is adequate; however, since you apparently feel 
that attendance floor checks on the part of the timekeepers are necessary, we will 
study this matter and will be prepared to make a recommendation withintwo 
weeks. 

(5) With reference to paragraph 2 (g), plant-protection officers will be stationed 
at the clock stations from 1 hour before quitting time to one-half hour after quit- 
ting time on all shifts and will be instructed to make every effort to stop violations 
of proper procedure. 

(6) With reference to paragraph 2 (h), the corporation is currently in the process 
of securing new and larger picture badges which will be equipped with a clasp in 
order that they may be properly worn. Plant protection has been instructed that, 
when the new badge system is installed, all employees must display their badges 
properly or will be refused admittance to the plant; further, that badges must be 
properly displayed at all times when employees are within the plant. 

(7) With reference to your suggestion that patrolmen be rotated, the following 
is the procedure currently in use by plant protection: Each plant guard is assigned 
to a new post each day when reporting for work. During the day, plant guards 
stationed on the gates alternate with those walking beats within the building. It 
is our feeling that this affords the maximum amount of rotation possible without 
the necessity of employing extra guards. 

The Kaiser-Frazer Corp. shares equally the interest of the Air Force in adopting 
any policies or procedures which will keep the cost of production of aircraft to a 
minimum. We hope that the measures adopted, as outlined above, will satis- 
oe answer the questions raised in your letter of July 5, 1951. 

incerely yours, 


8S. F. Paryrak, 
Contracts Administrator. 
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DOCUMENT NO. 9 


INTEROFFICE CORRESPONDENCE 
Juty 9, 1951. 
To: All manufacturing supervision 
From: John Tacke, operations manager. 
Subject: Shop rule violations. 

In August of 1950, we issued a bulletin regarding early quitting. Let us not 
forget the importance of this bulletin. We are again faced with the problem of 
early quitting and violation of other shop rules. The following abuses are 
occurring regularly: 

Quitting early. 

Lining up at the clock stations before quitting time. 
Jumping the fences. 

Ringing other employees’ clock cards. 

Tampering with the time clocks. 

Effective immediately, all supervisors are expected to carry out the following 
instructions: 

(1) Concerning quitting work early, lining up at the clock stations before 
quitting time, and jumping the fences: 

If a foreman has all of his employees so concentrated that he can see their 
individual stations, he is to instruct his employees to remain at their work station 
until the 5 minute whistle blows. An employee on relief can be instructed to 
return to his work station before the 5 minute whistle. An employee who fails 
to observe these instructions is to be warned with a written reprimand. A second 
violation will call for a 3 day disciplinary time off; a third violation, 1 week 
disciplinary time off; a fourth violation, discharge. 

The foreman whose employees are distributed about the plant to the extent 
that he cannot visually supervise their actions, is to inspect his assigned clock 
station at least 3 times weekly on varying days prior to the 5 minute whistle. 
Any of his employees found in the vicinity of that clock station, or in other words 
away from their assigned work area, are to be given disciplinary action as in the 
preceding paragraph. 

(2) Concerning ringing other employees’ clock cards: 

First offense, 2 weeks disciplinary time off; second offense, discharge. 

(3) Concerning tampering with the time clocks: 

First offense, 2 weeks disciplinary time off; second offense, discharge. 


DOCUMENT NO. 10 
INTEROFFICE CORRESPONDENCE 


SepreMBerR 18, 1951. 
To: Mr. R. J. Jespersen, assistant controller, Mr. 8. C. Solomon, resident auditor, 
USAF. 
From: J. F. Greenwald and Lt. R. E. Powers, USAF. 
Plant or office: Willow Run. 
Subject: Survey of canceled parts resulting in possible cancellation claims. 


JOINT AUDIT SURVEY NO. 1 


During the process of an audit of the purchasing department procurement 
practices, examination of certain purchase order files indicated that cancellations 
were in process. 

Since these instances were numerous, it was decided to briefly study the can- 
cellation files in production planning to determine— 

1. Reasons for cancellation. 
2. Volume of canceled parts. 
3. Dollar volume of claims. 

A study has been made to the extent indicated above, and the following facts 
were evidenced: 

1. Requisitions were prepared and purchase orders placed committing for 
requirements as set forth in the “Omaha” bill of material to cover production 
requirements for 22 ships worth of purchased parts and 66 ships worth of raw 
materials, and also based on the assumption the entire plane would be fabricated 
at Willow Run. Progressive developments proved the ‘““Omaha”’ bill of material 
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to be obsolete or incomplete, in part, thereby resulting in numerous cancellations 
of purchase orders. 

2. To date, there are approximately 1,500 cancellation claims in file represent- 
ing canceled parts, of which it is estimated approximately 47 percent are con- 
tributable to the ‘‘Omaha’’ bill of material. 

An examination of a representative group of the claims in file revealed the 
following: 

(a) No action has been taken, except to advise vendors to stop work, since 
there is no published procedure detailing the processing of claims. 

(b) It was noted that claims are dated as early as March 1951. 

(c) The stop order confirmation provides a space for the vendor to indicate 
a cost or no cost to Kaiser Manufacturing Corp. A substantial number of the 
confirmations indicate no cost; however, purchase orders may have been partially 
or entirely completed prior to issuance of the stop order. A group of such orders 
was tabulated and reveals parts valued at $6,896.30 have been received at Willow 
Run, and $6,457.62 of this amount has been included in public vouchers. 

(d) A number of stop-work orders have not been confirmed, and the files indi- 
cate they have not been followed on a current basis to obtain confirmation. 

(e) It was noted “‘returned-material orders’’ of a series used in automotive 
were used to return aircraft material to vendors. 

3. Since procedures have not been invoked to permit further processing of 
claims, it is impossible to determine the dollar volume involved, except to the 
extent as explained in paragraph 2 (c) above. 

The foregoing is presented for informational purposes; however, it is the inten- 
tion of the accounting systems department in conjunction with the industrial 
engineering department to provide a procedure to conform with Air Force regula- 
tions to adequately process and administrate cancellation claims. 

J. F. GREENWALD, 
Director of Accounting Systems and Auditing. 
R. E. Powers, 
Lieutenant, USAF. 

Prepared by Lt. R. E. Powers, L. C. Fodal. 

Ce: Messrs. J. L. Cook, E. M. Craig, 8. H. Hailey, C. M. Hollis (2), O. E. 
Johnson, H. A. Koop (3), L. 8. MacKay, S. F. Patyrak, A. L. Webb. 


DOCUMENT No. 11 
INTEROFFICE CORRESPONDENCE 


DecEMBER 18, 1951. 
To: C. M. Hollis, vice president, 8. C. Solomon, resident auditor, USAF. 
From: J. F. Greenwald and M. L. Simpson, USAF. 
Plant or office: Willow Run. 
Subject: Tooling inspection and rework. 


Joint Aupit Survey No. 11 


This report is presented in connection with a joint audit survey conducted by 
the audit staffs of Kaiser-Frazer Corp. and the resident auditor, USAF, on the 
subject of tooling inspection and rework. 


SCOPE OF AUDIT 


I. Review procedures established for the inspection of tooling. 
II, Review procedures established for accumulating costs and rebilling tool 
suppliers for rework caused by faulty construction on their part. 
III. Review procedures established for accumulating cost and rebilling carriers 
for rework due to damages incurred in shipping to Willow Run. 


DETAILS OF AUDIT 
I. Review of procedures 

A review of aircraft procedures disclosed that the following instructions contain 
partial coverage of the subject matter, as follows: 

A. Aircraft Quality Control Bulletin No. 503 pertains to Initiation and Use 
of Tool Disposition Tag under Tool and Gage Inspection. 
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B. Aircraft Quality Control Bulletin No. 504 pertains to Acceptance of New 


and Reworked Aircraft Tooling. 


C. Aircraft Procedure No. 5 pertains to Freight Claims. 
D. Aircraft Procedure No. 24, pertains to Rework of Production National Ma- 


terial. 


It was determined that there are no existing procedures that adequately provide 


for tooling inspection and rework. 


Il. Examination of current practices. 


Due to the absence of procedures, this survey was necessarily limited to an 
examination of existing conditions and present methods adopted by supervision. 

The absence of any records precluded an audit of rework costs by tool; however, 
the following information was obtained on six items: 


TOOL NO. AND REWORK REQUIRED 


110-113058-21-MF-3 

Rework in accordance with revised engi- 
neering design. 

110-113011-21-DJ 

Fixture hole off and angle off according 
to match plate. 

110-313115-1-DJ 

Dimensions off and screw interferes with 
jig. 

110-727619-31-MF 


Two locating holes to be redrilled at 
proper angle 


110-726014-21-DJ 

Detail for drilling 2 holes in web to be 
reworked. 

110-310101—AJ** 


Out of line both horizontally and verti- 
cally. 


RESPONSIBILITY 


Definitely not the vendor’s respon- 
sibility. 


Vendor’s responsibility. Estimated re- 
work time, 3 hours. 


Fault of print, not vendor’s responsi- 
bility. 


Undecided. Either tool print was 
wrong or vendor work. Estimated 
rework time, 3 hours. 


Tool drawing incorrect, not vendor’s 
responsibility. 


Damaged en route to Willow Run. 
Carrier’s responsibility. 


The last item (**) is a main mating fixture built by Koestlin Tool and Die 
Corp. at considerable cost. This fixture was received in poor condition, being 
out of line both horizontally and vertically as the result of a Fisher cartage truck 
not clearing an overpass while delivering the fixture to Willow Run. ; 

The damage was extensive, requiring considerable rework on the part of the 
vendor and also by the Kaiser-Frazer tool room. Although this rework cost 
many thousands of dollars, there was no evidence of any claim filed against the 
carrier. This is a prime example of recoverable damage cost that has been lost 
due to the lack of effective action by responsible supervision in the absence of 


procedures. 


The carrier, Fisher Cartage Co., has acknowledged a certain degree of respon- 
sibility for the damages, and has agreed to accept a claim, subject to their review. 
Recommendations.—It is recommended that Mr. J. V. Banks. chief production 
engineer, submit a review of the circumstances surrounding the damage and 


rework of the subject tool, to the recipients of this report. 


his review should 


include a statement of the number of hours expended on reworking this tool 
by the K-F toolroom, and the costs incurred by the supplier, Koestlin Tool & 
Die Corp. Upon receipt of this information, a claim will be prepared for sub- 


mission to the carrier. 
III. General comment 


With minor exceptions, the reworking of all tools was accomplished in the 
Willow Run toolroom. A review of available evidence indicated that no claims 
have ever heen filed against vendors or carriers, for tools not built to specifications 


or damaged in transit to Willow Run. 


Supervision was contacted in various affected K-F departments and the United 
States Air Force Inspection Department. It was the general opinion of re- 
sponsible individuals, with due consideration of the element of time and other 
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factors involved, that the reworking of tools was handled in the most practical 
and expeditious manner. 

There were many contributing factors for the inadequate inspection of tooling 
on the C-119 program. The principal factor was the incomplete and obsolete 
information contained in the Omaha bill of material. This resulted in numerous 
engineering changes which were incorporated into the tools, wherever possible, 
by the manufacturers in conjunction with Kaiser-Frazer representatives. 

In addition, die tryout subsequently revealed that certain completed dies 
would not produce the required parts. These dies, in most cases, were reworked 
in the K-F toolroom. This was considered the most expeditious method of 
handling inasmuch as rework responsibility could not be established in most 
instances, due to incomplete prints and other required data. It should be recog- 
nized that, under the circumstances, inspection control of tooling for the C-119 
peoaram could not be accomplished in accordance with normal accepted pro- 
cedures. 

We have been advised that engineering and design information relative to 
tooling for the C-123 program is more complete and current, therefore, an im- 
proved inspection control can be expected. 

Recommendations.—It is recommended that the industrial engjneering depart- 
ment proceed at the earliest practical date to draft an aircraft procedure covering 
the inspection and rework of tooling. The procedure should provide a method 
of determining the responsibility for rejected tools, and for rebilling charges to 
vendors and carriers. 

J. F. GREENWALD, 
Director of Accounting Systems and Auditing. 
W. E. Simpson, 
Staff Auditor, United States Air Force. 


DEPARTMENT OF THE AIR FORCE 


COMPTROLLER—AUDITOR GENERAL 
Fresruary 4, 1952. 
Subject: Rework of tooling, vendor responsibility. 
To: Air Force plant representative, Willow Run, Mich. 


1. Joint Survey No. 11 conducted by the Kaiser-Frazer Corp., audit staff and 
the Auditor General, USAF, resident office, entitled ‘‘Tooling Inspection and 
Rework,”’ dated December 18, 1951, made the following recommendation. “It 
is recommended that the industrial engineering department proceed at the earliest 
practical date to draft an aircraft procedure covering the inspection and rework 
of tooling. The procedure should provide a method of determining the responsi- 
bility for rejected tools, and for rebilling charges to vendors and carriers.”” Dur- 
ing the eee of this survey on or about November 5, 1951, various Kaiser- 
Frazer Corp. personnel were apprised of the situation that no procedure was 
being followed for charging back vendors for rework of tooling which was the 
vendor’s responsibility and that no rework charges for tooling had been billed 
to tooling vendors. 

2. This same situation exists at this date. Inspection is not attempting to de- 
termine where the responsibility lines for the tooling that is being reworked at 
Kaiser-Frazer Corp. or at special rework of tooling vendors and no attempt is 
being made to bill back vendors for tooling that is their responsibility. 

3. As is generally known the rework of tooling is now increasing at a fast rate. 
It is imperative that Kaiser-Frazer Corp. initiate and enforce procedures for 
affixing responsibility for the poor tooling and charging back to vendors the 
proper amount to eliminate excessive costs to the Government on the following 
contracts: AF 33(038) 18481 and AF 33(038) 72446. 

Sipney C. Sotomon, 


Resident Auditor, USAF. 
ec: AFAUDC-I 


DOCUMENT NO. 12 


This document appears in the testimony of Mr. Solomon of June 5. 
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DOCUMENT NO. 13 


TRANSCRIPT OF TELEPHONE CONVERSATION BETWEEN Mr. Epaar Katser, New 
Yorx, AND Mags. Gen. M. E. Brap.ey, Jr. 


May 5, 1952; 11:40 

Katser. General Cook called me a few minutes ago and he said, “I am hearing— 
things about you.” So I said, ‘‘What’s the trouble, is it the Chase operation or 
the Willow Run operation?” So he said, ‘It’s the Willow Run operation, No. 1. 
Your progress is not good, you have idle manpower around the place and we don’t 
think you’re going to make the schedule.” And I said, ‘‘General, I think you’re 
talking about a lot of conversation that was going on 6 or 8 weeks ago, I think it 
is just the opposite at the present time.’’ ‘‘No,” he says, ‘‘We’ve had people 
going through the plant just recently and they reported to me that those are the 
conditions.”” SoTI said, “Those aren’t the conditions because there was that con- 
versation and the conversation wasn’t even justified because of the fact that we-— 
on one schedule and then were slowing down to another schedule.” But I said, 
“Why don’t you come and take a look at the place yourself, you haven’t visited 
us and I would, like to have you see it.”” So he said, ‘‘Okay I will take you up on 
that.’”’ He said, “I will be in Detroit Wednesday night for that dinner and I’ll 
spend Thursday morning with you and we’ll go into it.”” I said, ‘Good enough, 
I would like nothing better and we will be set for you because I’m proud of the 
operation now and [ think it is rolling and I think you will find the same thing. 
And at the same time while you’re there we could take a look at this space prob- 
lem for Chase. We have problems there.” So he said he would see me Thursday 
morning out at the plant. My purpose in calling you is to tell you first of all that 
is what we ask him to do and he said he would do it and hoping you would be up 
there at the same time, and if you’re coming—are you going up for that dinner? 

BrapD.ey. No. 

Katser. Well, I thought if you were that maybe you could come out and maybe 
you could come up anyway, can you go to the dinner? 

Brap.Ley. When is the dinner 

KatseR. Oh, it’s in Detroit, some defense transportation affair. 

Brap ey. I can’t make it, I have a big briefing on Thursday, Edgar, I don’t 
think I can get up there. 

Katser. All right, well, have you got any advice for me, because I’m going to go 
to work on them because we are in pretty good shape, General. 

BRADLEY. Well, I’m glad to hear it. 

Kaiser. That thing is starting to roll and I think it is going to start to produce 
something for you now. I told him that we*had troubles with this Fairchild 
thing and you made-a deal with me when we made the Chase deal to keep our 
mouths shut about the thing and I said, we didn’t get the tooling drawings, the 
right set until and I said we also have plenty of conversation going that doesn’t 
want us to be good and I said we are beginning to roll and we’re going to talk 
about it, and we want people to know that it is good and not all this monkey 
business that we’ve been hearing about. 

BrapLey. When are you going to deliver some airplanes? 

KatseR. This month, four of them. Its coming now its all right, all right then 
you have no objection to what I’m doing getting him out there to see what is 
going on. 

Brap.ey. How are you fixed financially? 

Kaiser. We are all right don’t worry about it. 

Brab.ey. I was a little worried about that $434 million that they are holding 
up up there, did you get that straightened out alright. 

Karser. Yeah, I think we are getting that straightened out, that again was 
loose conversation and I think your own people at that meeting which we all had 
which was very constructive understood what was going on, they shouldn’t 
be holding the money out, there was no reason for it and the audit section had one 
time justifying it in front of your own people, but its better all around. 

Brap.ey. Okay Edgar. 

KAIseR. Okay bye. 
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DOCUMENT NO. 14 
JuNE 3, 1952. 
Subject: Manpower Problems, Kaiser-Frazer, Willow Run. 
To: Commanding General, Headquarters Air Materiel Command, attn: 
MCPBXM-2 Wright-Patterson Air Force Base, Ohio. 

1. Reference is made to letter dated May 23, 1952, from Resources Branch, 
Production Directorate, Central Air Procurement District, requesting assistance 
and information regarding recruitment of highly skilled personnel at Kaiser- 
Frazer, Willow Run. 

2. On May 27, 1952, a visit was made to Kaiser-Frazer Corp., Willow Run, 
and at the local State employment office in Ypsilanti, Mich., by a manpower 
representative of CEAPD, Mr. W. Derendorf, and a manpower representative of 
the Detroit Air Regional Office, Mr. D. E. Brightbill. Persons contacted at 
Kaizer-Frazer were: Mr. J. H. Backus, director, personnel administration, and 
Mr. R. H. Thomas who is assistant to Mr. Backus. Persons contacted at the 
local State employment office, Ypsilanti, Mich., were: Mr. E. W. Potter, branch 
manager, and Mr. Charles Roberts, employer service representative. 

3. Following is information obtained with reference made to pertinent para- 
graph and subparagraphs: 

2 (a). Personnel requisitions on file in the contractors employment office. 

(1) Job specifications and requirements are clearly and specifically stated. 
Personnel files and records are well organized and efficiently handled. 

(2) In order to determine accurately whether or not the number of workers per 
position is based on actual needs of production would require a full labor utilization 
survey. Recommendation for such a survey is hereby made. Indications of 
malutilization such as those following were noted while in the plant during working 
hours. 

(a) Large numbers of workers in aisles. some standing still, some walking, 
and some in groups talking. 

(b) Groups of from 2 to § in several material, blueprint, and tool cribs 
talking, smoking, and eating. 

(c) Workers sitting on and inside of planes, apparently doing little or 
nothing. These observations were made with the understanding that there 
is always a degree of surplus labor when an extensive training program is in 
effect. 

(3) Each worker on requisition is to be used in accordance with the title and 
specifications of the job being filled. Positive control is exercised to place new 
workers on the job assignment being filled. 

(4) A complete and accurate answer as to whether there is labor hoarding would 
be apparent from a manpower utilization survey as recommended in paragraph 
2a (2). 

(5) Contractors’ records agree substantially with the State employment service 
office records as to referrals and placements. These figures are given herein under 
reply to paragraph 2b (5). 

2 (b). Personnel requisitions on file with the local office of the State Employ- 
ment Service. 

(1) Requisitions on file with the local State employment office are comparable 
with those filed in the contractor’s employment office. 

(a) These requisitions are considered comparable inasmuch as the con- 
tractor’s personnel requirements are checked each day by the MESC Em- 
ployer Service representative, Mr. C. R. Roberts. Good cooperation is 
evident between the contractor and Michigan State Employment Service. 
A list of current requirements is enclosed. 

(2) The local employment service considers that requisitions are clear and 
concise. 

(3) Positive type clearances were requested by the contractor. Good results 
were obtained. During December 1951, January 1952, and February 1952 re- 
quirements were filled when approximately 300 professional and skilled workers 
were placed. 

(4) Wage rates and schedules are in line with prevailing wage rates and schedules 
in the Detroit area. A copy of the labor contract with rates listed is enclosed. 

(5) State employment service office records indicate that 690 referrals were 
made in the past.3 months. Of this figure, approximately 277 placements resulted. 

2 (c). Other types of efforts by the contractor to solve manpower requirements. 

(1) An extensive training program is in effect. Definite steps for new inex- 
perienced workers are used. New workers are assigned to routine work and progress 
through various steps (usually 5) until skilled in the function involved. 
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(2) Hiring standards have been relaxed where practicable. The average 
production worker applicant has a relative minimum of education. 

(3) Job dilution and upgrading has been resorted to wherever possible. 

_ (4) Exit interviews are obtained whenever possible. Reasons most frequently 
given are: 
Too far from home. 
Called back to old job. 
The work is too difficult. 
Changing to an outside job. 
Can make more money elsewhere. 
Do not like type of work. 
Do not like supervisor. 
To run own business. 
Chronic illness. 

10. Adverse publicity toward Kaiser-Frazer. 

(a) Absenteeism is frequent especially on Monday of each week. 

(b) A study is being made relative to quits and absenteeism. When the 
study is completed, remedial measures will be planned and executed; how- 
ever, at this time, nothing concrete has been accomplished. 

2 (d). Our plant conditions are a definite factor hampering immigration*of 
needed workers to some extent. Rentals of one-room housing units are available. 
Larger units are in short supply. 

(a) Kaiser-Frazer is located 27 miles from northwest Detroit. Kaiser- 
Frazer is attempting to recruit workers from the Detroit area inasmuch 
as Detroit workers can commute and, therefore, do not have to move their 
families as is the case when intrastate and interstate worker clearences are 
utilized. A labor source area breakdown is enclosed. 

(b) Interstate clearance requests are under consideration, but have not 
been resorted to as yet. 

(c) Intrastate clearances have resulted in a few placements, however, the 
most satisfactory placements from the standpoint of low turnover have been 
obtained from the Detroit area. 

(d) Newspaper, radio, and television advertising is being used daily. 

4 Enclosures: 1. Letter from United States Department of Labor, May 28, 
1952; 2. letter from Kaiser-Frazer distributor of Kaiser-Frazer employees; 
3. letter from Kaiser-Frazer open requisitions; 4. aircraft supplement to union 
agreement. 


CHNAHP tom 


Ray C. Unrey, 
Lieutenant Colonel, USAF, 
Air Force Plant Representative. 





DOCUMENT NO. 15 
INTEROFFICE CORRESPONDENCE 


NOvEMBER 3, 1952. 
To: Colonel Ulrey, Captain Chance, 8. C. Solomon, Lieutenant Wirth, Edgar F. 
Kaiser, John Hallett, 8. A. Girard, 8. F. Patyrak, C. M. eneomne 
From: C. M. Hollis, Vice President-Controller. 
Plant or office: Willow Run. 
Subject: Memorandum of meeting. 


A meeting was held in Mr. Kaiser’s office at 8 a. m., October 31, 1952, in which 
meeting the following persons were in attendance: 


AIR FORCE KAISER-FRAZER CORP. 
Colonel Ulrey Edgar F. Kaiser 
Captain Chance John Hallett 
8. C. Solomon 8. A. Girard 
Lieutenant Wirth 8. F. Patyrak 
C. M. Hollis 


The purpose of the meeting was to discuss the accounting procedures employed 
by ‘cattteter Corp. in connection with the C-119 contract and Kaiser-Frazer 
compliance with these procedures. The Air Force representatives questioned that 
Kaiser-Frazer Corp. was now complying with the established procedures. 
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The following program was established to determine the steps that must be 
taken to assure immediate and future compliance with accounting procedures and 
practices: 

1. The resident auditor and Kaiser-Frazer accounting department were to 
analyze the results of the 1951 joint audit in order to report the adjustments 
made, as a result of this audit, to aircraft and automotive costs. The analysis 
to cover direct charges to aircraft cost as well as payroll charges, direct overhead, 
and allocable overhead. This analysis to be presented to Captain Chance and 
Edgar Kaiser as soon as completed. 

2. The Air Force resident auditor and Kaiser-Frazer auditing department 
would analyze the adjustments resulting from the July 1952 joint audit, the 
August 1952 joint audit, and the September 1952 joint audit to determine the 
accuracy of the book recording being made by Kaiser-Frazer Corp. 

3. We would employ Mr. John W. McEachren, a partner in Touche, Niven, 
Bailey & Smart, Detroit, to check the adequacy of the accounting procedures 
and practices established by Kaiser-Frazer Corp. and check our compliance with 
these procedures and practices. We would also present to Mr. McEachren the 
question that has been raised by the Air Force with regard to the utilization of 
manpower and request his advice and opinion on the subject, namely, as to the 
practice being followed on contracts of a similar nature for the Air Force. 


DOCUMENT NO. 16 
INTEROFFICE CORRESPONDENCE 


NoveMBER 10, 1952. 
To: Memorandum for files. 
From: 8. F, Patyrak, Defense Contracts Administrator. 
Subject: Rough draft, memorandum of meeting with the Air Force, November 
4, 1952, 9:30 a. m. 


A meeting was held in Mr. Kaiser’s office at 9:30 a. m. on November 4, 1952, 
which was attended by the following persons: 


FOR THE AIR FORCE FOR KAISER-FRAZER 


Lt. Col. R. C. Ulrey Messrs. E. F. Kaiser 
Capt. H. A. Chance J. Hallett 
Lt. J. Wirth C. M. Hollis 
Mr. 8. C. Solomon $. A. Girard 
h. J. Jespersen 
ie. R. Jones 
8. F. Patyrak 


The purpose of this meeting was to discuss matters pertaining to accounting 
procedures in connection with the C—119 contract and to ascertain the course of 
action covering subjects discussed in the meeting of October 31, which was at- 
tended by Air Force and Kaiser-Frazer personnel. Memorandum of November 
3, covering the meeting, was reviewed and approved by Air Force personnel. 

Mr. Kaiser reviewed the first meeting with the Air Force of April 4, 1952, and 
the most recent meeting of October 31 on the above subject. 

With respect to the subject of adequacy of accounting procedure and compliance 
of procedures insofar as they affect Air Force audit and the matter of manpower 
utilization, subjects which were discussed at the October 31 meeting, Mr. Hollis 
informed the Air Force representatives that Mr. McEachren, a partner of the 
accounting firm of Touche, Niven, Bailey & Smart, will be available on November 
17 for review of these items. The Air Force representatives offered no objection 
to Mr. McEachren making such an impartial review and setting forth his recom- 
mendations to Kaiser-Frazer for further discussions with the Air Force. 

Then Mr. Kaiser mentioned that the payment-provision clause in the C-119 
supply contract sets forth 100 percent reimbursement prior to audit until 80 per- 
cent of the costs under the contract are incurred; however, it was his understanding 
that reimbursement is not being made by the Air Force audit in accordance with 
the contractural provision. He further added that he discussed the matter with 
K-F legal counsel and it appears to him that reimbursement by the Air Force 
should be made in accordance with the provisions. He inquired what can Kaiser- 
Frazer do in order that reimbursement can be made in accordance with the pro- 
visions of the contract. Mr. Solomon informed that since this is a policy matter, 
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he would like to discuss this subject first with the Air Force representatives and 
then he would inform Kaiser-Frazer within 1 week what the Air Force decision 
with regard to this matter will be. 

With reference to the analysis of the 1951 joint audit, in order to report adjust- 
ments made as a result of this audit to aircraft and automotive costs, Mr. Hollis 
stated that at present Mr. Jones, of Kaiser-Frazer audit, has prepared the infor- 
mation and it has been submitted to the resident auditor, USAF, for his con- 
currence. 

In regard to the second item which was discussed at the October 31 meeting— 
namely, an analysis of the joint audit for July, August, and September of 1952 in 
order to determine accuracy of book recording being made by Kaiser-Frazer— Mr. 
Jones stated that such information would be made available to the Air Force 
within 2 weeks. Mr. Solomon stated that he would require approximately another 
week to review the audit; thus, it was agreed that within 3 weeks, an analysis of 
July, August, and September audit will be made jointly and submitted to Mr. 
Edgar F. Kaiser and Captain Chance as requested in the meeting of October 31, 
1952. 

Mr. Hollis then stated that with respect to the 1951 audit, there are four items 
that still require to be resolved. These are as follows: 

(a) Whether vacation hours should be included in the allocation base 

(b) Legal and professional fees. 

(c) Executive dining room costs. 

(d) Reinstallation of automotive equipment. 

Mr. Solomon stated that he desired to discuss the matter of vacation hours, 
executive dining room costs, and reinstallation of automotive assets with the 
local Air Force personnel and within a very short time he would set forth his 
decision to K-F. With regard to the matter of legal and professional fees, he 
informed Kaiser-Frazer that he would be in a position to discuss this item within 
1 week. 

Mr. Kaiser then reviewed the results of the meeting as follows: 

(a) Mr. Solomon, Air Force auditor, will inform Kaiser-Frazer in approxi- 
mately 1 week what the Air Force policy is with regard to the payment and 
reimbursement cost provision as set forth in the C-119 supply contract. 

(6) Mr. McEachren will make an impartial determination whether there is 

adequacy and compliance of accounting policies and procedures implementing the 
policies. 
(c) Mr. McEachren likewise will review the general subject of manpower utili- 
zation and render an impartial opinion to Kaiser-Frazer with respect to this sub- 
ject of manpower utilization at Kaiser-Frazer. He will also advise all concerned 
with respect to the accounting practice of the aircraft industry on this subject. 

(d) The 1951 joint audit and the current audit for the months of July, August, 
and September of 1952 will be reviewed by the Air Force within the next 3 weeks. 

(e) Correspondence directed to the Air Force will be routed through the 
Kaiser-Frazer contracts administration for proper distribution to Air Force and 
Kaiser-Frazer personnel. Conversely, correspondence directed to Kaiser-Frazer 
by Air Force should likewise be routed through Kaiser-Frazer contracts adminis- 
tration for distribution. 

(f) Every effort is to be exerted to resolve any differences, such as the matter 
of vacation hours, executive dining room, etc., on a current basis. 


DOCUMENT NO. 17 
DEPARTMENT OF THE AIR ForRCE 
COMPTROLLER, AUDITOR GENERAL 


OcrToBER 9, 1952. 
Subject: Report on Conditions Causing Excessive Costs 
To: Auditor General, USAF, Headquarters, Mid-Central District, 343 S. Dear- 
born Street, Chicago 4, III. 


1. Purpose of report 


In accordance with the request of the Chief, Mid-Central District, Auditor 
General, USAF, in letter dated September 16, 1952, the following information 
is presented regarding the action taken by procurement officials and the con- 
tractor to remedy the deficiencies reported by this office in our report on Condi- 
tions Causing Excessive Costs dated February 25, 1952, addressed to the Auditor 
General, USAF, Headquarters, Central District. 
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2. Labor 


(a) Idle time of hourly rated employees.—Subsequent to the notification to the 
contractor by the AF plant representative on January 21, 1952, of the position 
taken by the auditor general, USAF resident office with respect to the unsatis- 
factory condition of excessive idle time among hourly employees in the aircraft 
area, Kaiser-Frazer Corp., in letter dated February 14, 1952, made formal reply 
to the AF plant representative, outlining the alleged factors responsible for the 
manpower situation at Willow Run and the three steps taken by the contractor 
to correct the unsatisfactory condition (exhibit A). On February 21, 1952, the 
AF plant representative forwarded the contractor’s letter of February 14, 1952 
to this office, indicating that the AF plant representative concurred in the 
statements of the contractor (exhibit B). 

A review by this office of the corrective action initiated by the contractor 
disclosed that the condition of idle time in the aircraft area, while showing some 
improvement, still remains unsatisfactory. The steps taken by the contractor 
were as follows: 

(1) “All hiring of production personnel not in skilled and semiskilled 
classifications (was) terminated.” 

(2) “All aircraft departments (were) surveyed to determine what un- 
skilled personnel (were) not productively employed and such personnel 
(were) separated from the payroll.” 

The result of these corrective measures is graphically illustrated by exhibit C. 
The extent of idle time among hourly rated aircraft productive employees is 
partially represented by the sudden drop in the employment curve with no 
apparent effect upon aircraft production. 

While this action on the part of the contractor reduced the excess of idle time 
among aircraft employees, continued floor checks and plant tours by members 
of the Auditor General’s resident office disclosed that idle and nonproductive 
time still averaged as high as 35 percent during the months of March through 
June 1952. Plant tours during the months of July through September 1952 
revealed that no significant improvements have been made by the contractor in 
the reduction of idle time among hourly rated aircraft employees. This failure 
to reduce idleness in the face of increased aircraft production has been due to the 
increased tempo of the aircraft employment program carried on by the contractor 
since May 1, 1952. Direct hourly employees engaged in aircraft production 
have increased from 1,975 employees on February 15, 1952, to 4,421 on September 
30, 1952. Details on the number of aircraft employees, by month, are presented 
in exhibit D. 

The third corrective measure initiated by the contractor, as outlined in the 
contractor’s letter of February 14, 1952, was as follows: 

(3) “‘A new and comprehensive procedure for manpower control (was) 
formulated.” 

The comprehensive procedure referred to by the contractor was an aircraft 
procedure entitled ‘‘Manpower Utilization and Performance (Short Range).” 
The contractor began work on the new procedure on February 15, 1952, however, 
the procedure was not published until May 15, 1952, or 3 months after the need 
for manpower control was called to the attention of the contractor by the Auditor 
General’s representative. 

As soon as the manpower control procedure had been published, the contractor’s 
procedure compliance group undertook to establish the degree of actual com- 
pliance with the new procedure. This stage of the program was still in process 
as of September 30, 1952. Four and one-half months after the procedure on 
manpower utilization had been published, the contractor had not established the 
degree of actual compliance. 

In our opinion, the corrective measures taken by the contractor to remedy the 
condition of excess idle time among hourly rated aircraft employees have not 
completely relieved the unsatisfactory condition. , 

(b) Manual adjustment of clock cards——-On January 18, 1952, the resident 
auditor notified the contractor that exception would be taken to payroll costs 
supported by manually adjusted clock cards. The contractor immediately 
undertook a program to reduce and in some cases eliminate the causes for manu- 
ally adjusted clock cards. 

At the suggestion of the Auditor General’s representative, Government owned 
time clocks were installed throughout the aircraft area in order to deter the con- 
tractor’s employees from further damaging the time clocks to permit leaving in 
advance of the scheduled departure time. Each Government owned time clock 
was stenciled with the following notice: 











188 AIRCRAFT PROCUREMENT 


“U. 8. Government owned property. Warning. Do not destroy, deface, 
remove or convert to your own use. Violations will be prosecuted under U. 8. 
Code, Title 18, Section 641, which provides penalties of 10 yrs. in prison, $10,000 
fine, or both.” 

Subsequent to this action, recurring payroll audits by this office have indicated 
that the condition of manually adjusted clock cards has been satisfactorily 
corrected. 

(c) Supervisory employees in allocable departments charging time directly to Air 
Force contracts.—The contractor has revised the Time and Payroll Manual to 
eliminate the possibility of supervisory employees in allocable departments 
charging time directly to Air Force contracts. The Auditor General’s resident 
office and representatives of the contractor have recently completed a joint audit 
of 1951 payrolls in which all direct charges of this nature were removed from Air 
Foree contracts and included in the proper general allocable pool. 

Current audit activity by this office indicates that this condition has been 
satisfactorily corrected. 


8. Tooling 


(a) Rework of defective or unusable tools—The contractor has developed and 
published the necessary procedures to establish an adequate system to permit 
identification and segregation of rework costs incurred as a result of faulty work- 
manship. In our opinion, the corrective measures taken by the contractor have 
been satisfactory. 


AFAUDMC-ID-KW 


Subject: Report on conditions causing excessive costs. 

(b) Duplicate tool design and fabrication.—An audit survey undertaken jointly 
by members of the contractor’s audit staff and the Auditor General’s resident 
office, signed by the director of the contractor’s accounting systems and auditing 
department and issued April 18, 1952, disclosed that a total of 502 apparent tool 
duplications had been established. 

sonfronted with this evidence, the contractor has now established the necessary 
procedures: of tool control to prevent any recurrence of this condition. A disal- 
lowance for duplicate tooling will be taken by this office upon the completion of 
the tooling program. 


4. Material 


Obsolescence of production parts.—The contractor has revised the procedures 
dealing with the purchase, inspection, and disposition of production material as 
well as establishing a new procedure covering production material changes at 
Willow Run. As a result of these corrective steps taken by the contractor at the 
request of the Auditor General’s resident office, conditions with respect to the 
obsolescence of production parts have shown considerable improvement. Upon 
the insistence of the Auditor General’s resident office all discrepancies in part 
numbers must be cleared by inspection before reimbursement will be made. 

5. General 

(a) Possible additional cost to the Air Force resulting from 90-percent guarantee of 
5-percent V-loan of $25 million obtained by Kaiser Manufacturing Corp.—The possi- 
bility of loss is still in existence; however, it is the understanding of this office 
that AMC personnel, in the person of Mr. F. Robertson, financial adviser to 
Major General Bradley at AMC, has this aspect under consideration and is now 
conferring with management of Kaiser-Frazer Corp. 

(b) Arbitrary and unsupported changes of account, distribution on basic accounting 
documents.—This condition has been corrected through the joint audit efforts of 
the contractor and the Auditor General’s resident office. Beginning with July 
1, 1952, all basic accounting documents have been subject to a current review by 
representatives of the contractor and this office. As a result of this joint program, 
errors in accounting distribution have been greatly reduced. 

Appropriate disallowances will be taken by this office in cases of improper ac- 
counting distribution occurring during 1951 based upon a joint audit of all pay- 
roll and overhead costs of this period. 

(c) Compensation to union representatives—The union agreement authorizing 
nonworking union representatives is still in existence. Recent restrictions upon 
the approval of overtime work for aircraft employees has resulted in a correspond- 
ing reduction in the overtime premium payments made to the nonworking union 
representatives. 

6. As a result of the deficiencies reported by this office in our initial report on 
conditions causing excessive costs, a meeting between representatives of the Air 


Ocrosper 9, 1952. 
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Materiel Command, the Auditor General and the contractor’s top management, 
including Edgar Kaiser, president of Kaiser-Frazer Corp., was called by Briga- 
dier General Keillor, commanding general, Central Air Procurement District, on 
April 4, 1952. At this meeting, and at two additional conferences subsequent to 
this date, the problems of excessive idle manpower and various deficiencies in the 
tooling program were discussed. 

As an outgrowth of these meetings, a permanent joint policy committee was 
formed composed of representatives of the Air Materiel Command, the Auditor 
General, and the contractor’s top management officials directly below the com- 
pany president. The purpose of this committee has been to discuss the various 
problems arising during the development of the aircraft program at Willow Run, 
and to formulate and implement solutions acceptable to both the Air Force and 
the contractor. 

Sipnpy C. Sotomon, 
Resident Auditor, USAF. 


Exnisit A 
Fesrvuary 14, 1952. 
Subject: Conditions Causing Excessive Costs to Government Contracts. 
To: Air Force Plant Representative, Kaiser Manufacturing Corp., Willow Run, 
Mich. 
(Attention: Lt. Col, Ray C. Ulrey) 

This will acknowledge your letter of January 21, 1952. 

After the receipt of your letter of January 23 an inspection of the plant was 
made by our representatives, together with Colonel Ulrey, Captain Smith, and 
Mr. Solomon. On this inspection trip it was observed that certain employees 
were not engaged in productive work. The percentage of such employees, how- 
ever, was considerably less than that indicated in Mr. Solomon’s memorandum 
of January 21, 1952, a copy of which was attached to your letter. 

Whenever a new manufacturing program is commenced in a plant and it is 
desired to initiate production within the shortest time practicable, it is inevitable 
that a certain number of employees will not be engaged full time in productive 
work. This results from the necessity of recruiting manpower in anticipation of 
the receipt of tooling and technical information and training such manpower. In 
connection with the latter, it might be noted that we have been following the prac- 
tice of training on the site, that is, having trainees observe the operation of equip- 
ment by qualified mechanics. Such trainees, although not engaged in productive 
work, are in no sense idle. 

In addition to the factors always incident to the initiation of a new program, 
certain other causes beyond our control have contributed to the manpower situa- 
tion at the Willow Run plant. Among these are the following: 

1. The failure of Fairchild Engine & Airplane Corp., the design agent, to fur- 
nish technical information required for the completion of tooling and the initiation 
of production in accordance with schedules. 

2. The numerous changes made by such design agent in the technical informa- 
tion furnished by them, which changes necessitated delays in our tooling program. 

3. Delays in delivery on the part of suppliers of tooling. 

4. Lack of information in respect of the changes in the schedule of the Air Force 
for the delivery of the C—119 airplane. 

There is attached hereto a chart showing the forecast of manpower requirements 
for the schedule of work contemplated and the actual number of employees on 
the payroll, which illustrates when the difficulties referred to above became 
apparent a reduction was made in the hiring program with a view to restricting 
such program so far as then appeared to be consistent with a policy designed to 
avoid any delay in the manufacturing work. 

We were verbally advised on February 1 of the so-called 10B schedule for 
aircraft production which, of course, will have the effect of decreasing our man- 
power requirements. No official notification, however, of this reduction in sched- 
ule has yet been received by us. In view of the unofficial information in respect 
to the schedule which we have received and the statements made in your letter 
of January 21, 1952, we have taken the following steps: 

1. All hiring of production personnel not in skilled and semiskilled classifications 
has been terminated. 
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2. All aircraft departments have been surveyed to determine what unskilled 
personnel are not productively employed at the present time and such personnel 
have been separated from the payroll. 

- new and comprehensive procedure for manpower control has been formu- 
ated. 

We do not feel that the manpower situation at the Willow Run plant is in any 
way attributable to failures on the part of management. If, and to the extent 
that there has been any excessive manpower in the plant, the situation is clearly 
one attributable to circumstances of a temporary nature, which is now in process 
of correction. 

If there is any further information that you desire in regard to this matter, please 
let me know. 

Yours very truly, 
KaisER-FRAzER Corp., 
JoHn HA.LueEtTrt, 
Executive Vice President and General Manager. 





Exuisit B 


AF Puiant REPRESENTATIVE, 
CENTRAL AtR PROCUREMENT DisTRICT, 
Kaiser MANUFACTURING CoRP., 
Willow Run, Mich., February 21, 1952. 
Subject: Conditions causing excessive costs to Government contracts. 
To: Auditor General, USAF, Resident Office, Kaiser. Manufacturing Corp., 
Willow Run, Mich. 


1. Inclosed is a copy of letter dated February 14, 1952, on above subject 
addressed to the writer and signed by Mr. John Hallett, executive vice president 
and general manager, Kaiser-Frazer Corp. This letter is a reply to the under- 
signed’s letter dated January 21, 1952, on same subject which referenced your let- 
ter addressed to this office of same date. 

2. The writer concurs with Mr. Hallett’s statement in the next to the last 
paragraph of his letter ‘‘* * * the situation is clearly one attributable to circum- 
stances of a tempory nature * * *” and evidence exists that the contractor is 
now in the process of correcting the temporarily excess personnel situation. 

3. It is requested that your office review the contractor’s corrective action as 
indicated in attached letter; the review to encompass adequacy of intended cor- 
rected action and surveillance of compliance with his proposed plan of control. 


Ray C. ULRey, 
Lieutenant Colonel, USAF, AF Plant Representative. 


1 inclosure, K-F letter dated February 14, 1952 re above subject. 
ec: CEG, CERKC, CERKP. 
Exursit C 


Number of employees, Kaiser-Frazer Corp., Willow Run, Mich. 

















Aircraft 

| es —— Employees 

} common to 
Date Hourly aircraft and|Total plant 

—_——————————1 Galry Together | automotive 

| Direct | - Indirect ene 

| 
| 

i ee 1, 975 | 701 900 3, 576 | 7, 800 15, 191 
Feb. 29, 1952_.....-__. a 1, 849 833 915 3, 597 | 7, 937 15, 458 
Mar. 15, 1952...........-- b 1, 847 | 834 954 3, 635 | 8, 069 15, 782 
SI, BD cn ieassivcn--.- 1, 749 | 874 974 3, 597 | 8,171 15, 774 
ee core 1, 728 | 922 1, 016 3, 666 8,191 | 15, 808 
Apr. 30, 1952............ 1, 829 | 908 1, 063 3, 800 | 8, 234 | 15, 850 
May 15, 1952............ 2, 048 | 882 | 1, 057 3, 987 | 8, 226 15, 936 
May 31, 1952___. 2, 339 | 723 | 1, 022 | 4, 084 | 8, 312 | 16, 205 
June 15, 1952___. 2, 748 740 | 1,014 4, 502 | 8, 348 16, 606 
June 30, 1952 : 3, 181 543 | 1,048 | 4,772 | 8, 511 | 16, 981 
July 15, 1952.........._. 3, 525 538 | 1, 068 5, 131 8, 556 17, 446 
July 31, 1982......... a 3, 747 662 1,117 5, 526 | 8, 405 17, 655 
Aug. 15, 1952..____.___- 3, 733 | 622 1, 182 | 5, 537 8, 367 17, 645 
Aug. 31, 1952... .__- 3, 751 | 651 | 1, 272 | 5, 674 | 8, 310 17, 949 
Sept. 15, 1952._._._- 4,060 | 621 1, 367 6, 048 8, 368 18, 390 
Sept. 30, 1952___- 4, 1, 422 6, 497 | 8,498 | 19, 083 
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DOCUMENT NO. 18 


This document appears in conjunction with document No. 2. 


DOCUMENT NO. 19 


TRANSCRIPT OF TELEPHONE CONVERSATION BETWEEN Mr. EpGar KAISER AND 
Mas. Gen. Mark E. Brap.ey, Jr. 


DEcEMBER 24, 1952, 4:10 
Preliminary greetings and remarks omitted. 


Brap.ey. Are you making any progress? 

Kaiser. Yes, I think we are. You wouldn’t know it from all the chatter that 
is going on, but I can tell you one thing. This fellow Harley Jones that you 
sent up here is—he’s a strong guy and he’s certainly righteous, but he knows 
what he’s doing. I guess you know that better than I do. 

Brapuey. Yes, I know it. 

Kaiser. And he’s a great help. 

Brap.ey. Well, that’s fine. Of course. you ought to have somebody there 
running that place that’s like that. 

Kaiser. Well, I think we have. 

Brap.ey. I don’t think you have, Edgar. 

Kaiser. You don’t really think so? 

Bravery. No, I don’t. If you had, we wouldn’t have, even if some of the 
things are questionable and there’s a lot of reason for it, we wouldn’t have a 
manpower situation and a labor utilization and a lack of planning and stuff like 
that that we’ve had up there. And it just doesn’t make sense to me. Well, 
anyway, what I want to tell you about was, first, that we don’t think that plan 
that you talked about, I don’t think that will work. 

KatserR. Okay. Well, you know. I’m not sorry about that. I just wanted 
you to know if that was a right thing to do, we’d try to help. 

Brap.ey. Now, I do think we’re going to have to bring this thing right out 
on the table and the next couple of. months, for instance, we’re going to have 
to look again and see what the trend is, what’s going on, and what’s being done. 

Kaiser. That’s right. What are you planning on doing in about, say, 30 or 
45 days, sending some of these people back here—— 

Brab.ey. That’s right. Sometime around 60 days from the time we sent 
you that first letter. 

Katser. You will send them back again. I think that’s a good thing to do. 

BRADLEY. Now, also, I think that the situation, in my opinion, is so bad that 
there’s pretty grave danger of drastic action maybe being taken. I think you 
ought to think very seriously about that other proposal you -had of a possibility 
of some partnership or other. 

Katser. Do you? 

BRADLEY. Yes, sir. 

Kaiser. All right. 

Brab.ey. I really think that if you think you could work that out, that all 
the drastic action that you can take is certainly in order. 

Kaiser. O. K. 

Brap ey. I just wanted to tell you that—I hate to be calling you on Christmas 
eve to be telling you something like that. I’m not saying that you should do 
it—don’t get me wrong. I’m just saying that we would think that anything 
we could do to get our position stronger and present a better front on this thing, 
would be better. 

Kaiser. The'thing I need to know is if I’ve got a little space of time here, if 
you're going to leave me alone and not do anything or not take anything away from 
us for that 30 or 60 days, I’m all right. 

BrapD.LeEy. Well, I hope you are, and that’s my recommendation to the higher 
levels. 

Katser. In other words, not to do anything. 

Brap.Ley. My recommendation is to carry out my letter—that I told you we 
would be back in 60 to 90 days. 

Kaiser. Right. All right. But what you’re saying to me is there’s so much 
discussion going on up here, that it might be advisable to adopt the other sug- 
gestion I was talking to you about. 











192 AIRCRAFT PROCUREMENT 


BrapD.Ley. Well at least I would explore it, because anything that would give 
you a better chance to perform and assurance of performing, would do a lot 
of good. 

Katser. O. K. Well, I think this, I don’t know what you get. I think your 
people, even your teams that have been up here, feel a lot better about the 123 
program, don’t they? 

Brapuey. Yes, they do. 

Katser. At least we’ve got something good to look at. 

Brap.Ley. Yes, they say that looks better. 

KarseR. Well, that’s good. 

Brap.Ley. But the terrific amount of overhead you’ve got on this business 
up there, we just can’t tolerate. And one of the best places, I think, to cut this 
cost is in that overhead. I think you ought to start to working on that thing. 

Katser. That’s right. But at the same time, we have to look at what we’ve 
got to think about. We've got to think about what kind of overhead does it 
take when you get this thing in gear. Now, I tell the boys here, the important 
thing is you don’t have any more people around here in overhead than it takes 
when this thing is up to program. Do you understand what I 

Braviey. Yes, I understand, but I don’t think you can afford to carry that 
many. I think that’s one of the things that’s got you boxed. 

Katser. If you’re going to bring in—and I’m not trying to argue with you, 
I just want to tell you what our philosophy is, maybe you can help me. If you’re 
going to bring in new people and new organization, this is no different that 
what we went through before. It takes a little while to get new people, and 
you want to build new people. 

Bravery. Yes, but you’ve got a terrific overhead that’s been running up 
there, and there’s nothing for them to be managing down there. You’d better 
take a look at that one. I’m not qualified to sit here in Dayton and tell you. 

Karser. I know that. I understand what you’re saying, and I appreciate 
your calling about it. 

Brap.ey. O. K., well, a real happy Christmas. 

KarsErR. Thank you, and I appreciate your calling. Goodby. 

BrapD ey. See you later. 





DOCUMENT No. 20 
Meetine at KF Fresrvary 3, 1953 


Loomis, Col. Arthur H., USAF, Deputy Commander, CEAPD 
Jones, Col. Harley S., USAF, commanding officer, NEAPD 

Martin, Lt. Col. Wallace 8. Jr., USAF, AF plant representative 
Reams, Maj. Charles E., USAF, Deputy AF plant representative 
Watts, Maj. Harry T. Jr., USAF, Chief, Flight Test and Acceptance 
Chance, Capt. Harry A., Chief, Contract Branch 

Crow, Capt. Willard, USAF, Chief, Industrial Property Branch 
Furman, Lee, Chief, Quality Control Branch, Fairchild Aircraft Corp. 
Clark, Charles F., Chief, Quality Control Branch, AFPR 

Renshaw, Burson W., Chief, Production Branch 

Cook, Paul E., Production Branch 

Baker, Alfred, Assistant Chief, Quality Control Branch 

Hayes, Frank, Quality Control Branch 

Nyberg, Lloyd, Quality Control Branch 

Time: 1330 

Date: February 3, 1953 

Place: Dining room A; list of personnel in attendance is above. 

Colonel Jones. This briefing is to fiulfill two functions: (a) To go over with 
you again what has transpired in the 2 months that I have been here; and (6) To 
wind up my activities in the plant. 

I am planning now that tomorrow will be my last day and I will try to get on 
my way to Boston sometime Thursday. I have a call from General Bradley 
coming in for me and will ask to be excused at that time—there may be a change 
in my plans. 

Some of this may be repetitious, but it might be well if we start from the 
beginning. The day after Thanksgiving, I received a call from General Bradley 
telling me that due to my varied experience in plants, General Rawlings had 
requested that I be placed on temporary duty at Willow Run for a period of 60 
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days. My interpretation of my mission was that I was to assist the contractor 
in any way that I could. I have not entered into any personnel recommendations 
or procedures outlined by the local Air Force or district. In briefing Lieutenant 
Colonel Ulrey, my instructions were to continue business as usual. I wanted to 
be free to spend time in the shop and with the contractor. My 2 months are up 
and quite a bit has transpired. 

I arrived here on December 1, 1952. The first week was spent getting ac- 
quainted with the plant layout, getting acquainted with the people that I would 
have to deal with, looking at operation sheets and general conditions existing m 
the plant. It was obvious that the plant was overstaffed and that there was 
considerable idleness; supervision was marginal in several areas; tooling was 
questionable throughout the plant aud production control was faulty; production 
and assembly were badly out of balance. 

First steps that I took followed about these lines: 

(a) Program of layoffs by areas was recommended and gone into with the 
contractor, which he has since implemented. 

(6) List of supervisory skills that were needed were established and where I 
could, I gave assistance in arranging interviews, such as Consolidated at Fort 
Worth. 

(c) Program of tooling coordination, backing up from Station 8 through 
subassembly, fabrication, and machine shops was recommended and immediately 
put into effect. Results of this are not quite satisfactory, but anyway an attempt 
was made to get tooling coordination back from Station 8, and this program is still 
progressing. 

(1) Cycling of all templates was started and progressed fairly well. Reason 
for that being there were sometimes as many as 2 or 3 templates on the same 
part or tool in the shop. 

(2) A rigid tool-control system was asked for, which is now progressing. 
Back in December in the punch-press area as an example, as many as one- 
fourth of tools were lost. The gentleman that ran that, named Eddy, couldn’t 
take the pressure and quit. Keselis seems to be getting things under control. 
I see things in the plant that indicate better control of tools. The punch-press 
area tool crib is a good example. 

I stopped all overtime in final assembly and the flight line pending balancing of 
production releases and subassemblies. No need of having overtime out there. 

At the end of 4 weeks here, I knew I was about due to be called into Wright 
Field to brief the Under Secretary, Mr. Gilpatric, and General Cook, together 
with AMC personnel. I was not satisfied with the progress being made. I called 
a conference with Mr. Edgar Kaiser and Mr. John Hallett and informed them that 
progress made was unsatisfactory. Within 2 hours, Mr. Hallett was relieved of 
all automotive duties in the front office and set up his office in the airframe shop 
with the sole responsibility of getting the show on the road. 

I think that probably this was the turning point in the program. To me, this 
was a very excellent move. I had one man to go to who wasn’t giving me any 
double talk. Mr. Hallett is an honest man, capable of getting down into details 
and coming up with the correct answer. Don’t ever sell this fellow short. Any- 
way, after John got down into the plant, things began to go a little better. All 
during this time we were also having quite a few conferences pertaining to a master 
schedule on the C—-119. Thev had a master schedule of a sort here, but I had 
trouble interpreting it and it obviously was worthless as a shop guide. It wasn't 
factual or realistic. 

I gave one ground rule and worked with them very closely on the buildup on 
the master schedule. The ground rule was that the C-119 must be completed 
in 1953. I have three reasons for that— 

(a) Felt it was a reasonable expectation to complete the program in 1953. 

(b) The cost would be prohibitive if extended beyond 1953. Costs on the 
C-—119 will be terrific anyway. 

(c) Space and shop loading would be required for the C—123. 

On the 2d of January, a master schedule for the C-119 was published. It looks 
realistic to me. No reason why we should not be on it. Worked out so far O. K. 
January schedule called for 6 ship equivalents in subassembly. Lezie’s board 
showed equivalent of 8 airplanes. 

This month’s release in subassembly is 7. No reason why we can’t turn out 9; 
contractor shooting at 10. Line move was on a 4-day cycle through January 20; 
reduced to 3 days on January 21. We have had 3 moves since then on schedule. 
Man-hours are very healthy. Next change will be 24-day cycle, effective March 
16. 
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After the first week in January, I suspended all overtime unless it could be 
peat defended by the general manager. Outside of engineering and a hand- 
ul of personnel required to change prop boots, there has been no overtime since 
the first week in January. ; 

It is my considered opinion that your C-119 program is now showing fair signs 
of stabilization. Present schedules should be met and successfully culminated. 
Don’t know whether you have all seen the out-of-factory schedule. For infor- 
mational purposes, following is present schedule: 


Out of factory Accepted Accumulative 
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Again, I consider that this is a reasonable schedule; nothing impossible in the 
acceleration unless you have a major engineering change or a group of major 
engineering changes. No reason why this schedule shouldn’t be met. 

Major ReamgEs. You mentioned tool coordination at station 8 back. Any 
recommendations? 

Colonel Jonzs. There is still too much time spent in sandbagging in station 8. 
I talked to Laney about this yesterday and they are starting another tool coordi- 
nation from this station. 

. * * * * * * 


Colonel Jonrgs. On the assumption that the C—119 was the most immediate 
problem, little time was spent on the C—123 program until January 15. Since 
that time, all efforts have been on the C-123. As you all know, outside of cargo 
floors, the first assemblies are to be furnished by Chase. I was at Chase’Friday, 
January 30, 1953. They are in trouble. Their main areas of trouble are center 
wing, nose, and forward side panel. I do not believe they will meet their present 
schedule regardless of what they say. 

Kaiser is tooling up rapidly, but they will not be able to materially assist Chase 
except for details They just are not going to have any time. On C-—123 tooling, 
I would say tooling is good; tool design is good; and I would consider it class A 
tooling. There are a few things that bother me: 

(a) Terrific amount of work slated for station 9 mating buck. Station 8 is bad 
also. I began immediately to look at the amount of tooling ordered. With Mr. 
Hallett and Mr. Hailey, I took a look at the mating bucks as these were the longest 
lead time item. It was nicely engineered from a processing standpoint and from 
this study the 3 bucks that they had ordered would just cover requirements, but 
things that bother me is: 

(1) It is the first airplane of its type. 

(2) Computations were on a straight 16-hour day. Unless a miracle 
happened, you will not get 16 effective hours in your mating buck. 

(3) Figuring on a total working force for 30 people, you can get 30 people 
in there, but not get 30 hours per hour work from them. 

I strongly recommended that the contractor order a fourth buck, which he did. 

Since then, I have discussed with them the possibilities of mating some of his 

indexes before putting into the mating jigs. hey are probably too far down the 

line to do that, but its worth looking into. In my opinion, with present sequences 
at station 9, as many as 7 mating bucks may be required for a production rate of 

35 monthly. 

On the shop orders on the C-123, you will have to cover approximately 10,000 
arts in this plant. You are going to have a pretty rapid build up on shop orders. 
n order to meet this build up, it is my opinion that you will have to consolidate 

C-—119 orders even through lot 7. Lot 6, lot 5, and lot 7 with scrap replacement 

orders will have to be consolidated, otherwise C—123 orders will not be met. It 

is my recommendation that we look pretty closely at the necessity for cutting 
down C-119 orders in order to make room for C—123; I have recommended this 
before. Your C~—123 orders will probably be well in excess of 400 per day by 
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June. This means a much greater acceleration in your fab and machine shop 
orders than you have shown in the past 60 days. 

In my opinion, the C-123 schedule can be met—but everything has to go right. 
In summarization, I have about eight things that have to be done in order to meet 
this schedule, 

(a) It will be necessary for Chase to establish 2 shifts in order to meet Kaiser 
mating dates. 

(b) Chase will have to use considerable spot overtime. 

(c) Kaiser will have to recognize their dependence on Chase output through 
July of this year. This in turn means closer coordination and harmonious coop- 
eration between Kaiser and Chase—present bickering and sniping between the 
two companies must be eliminated. Presently established Sunday production 
meetings should be continued. 

(d) Where ever feasible, present outstanding C-119 shop orders must be con- 
solidated to release shop loading for the C—123. 

(e) Tryout of C—123 tools at Willow Run must be expedited on a priority based 
on usage dates. 

(f) Tools at vendor shops must be expedited, especially those tools pertaining 
to index 11, 10, and 16. 

(g) A realistic and workable master schedule must be published by Fialho. 

(h) Production control must increase their shop order releases based on tool 
availability—this should be done immediately and not be held for the master 
schedule. 


I do not like to wind this up on a note of pessimism, but I don’t think you will 
meet your C-123 schedule. I think you will have a 60-day slippage on your first 
article. I won’t bet on your making this schedule. It can be met if everything 
goes right. Asa rule of thumb, 30 percent of all tools must be reworked before 
using. Kaiser schedules are based on the using of these tools immediately. 

Are there any questions? 

Lieutenant Colonel Martin. Is there any way to incorporate this tool rework 
period of time and still meet schedule? 

Colonel Jones. Only way is through use of Chase. There are a lot of short- 
cuts. I have suggested spot overtime and additional shifts, and I think that is 
your only way. If Kaiser will get together with Chase, they can doa lot. Sun- 
day meetings is probably one way of getting people together to start pulling as 
a team. 

Mr. Ciark. Not only Chase and Kaiser should get together, but we had better, 
too. 

Colonel Jonrs. I have not worked with the AF personnel; but have worked 
entirely with the contractor. The Air Force has two functions: 

(a) To protect the Government’s interest—this is paramount. 
(6b) Assist the contractor in meeting the terms of the contract—getting 
together to assist him in getting over some of these rough spots. 

Captain Cuance. Are we in trouble on the nose assembly? 

Colonel Jongs. A little. Might be able to work way out of that. As for side 
panels, I think you can lick that, too. I would strongly urge and advise if any 
higher authorities ask you about the C—123 program that you don’t try to mislead 
them with too optimistic an answer. It is possible, but everything has to go 
right for you. We happen to be in a business where things don’t work out that 
way. 

Major Reames. We have a problem at West Trenton to follow out some of the 
recommendations that Colonel Jones has made, such as freeze on overtime and 
freeze on hiring which leaves Chase in bad shane. 

Colonel Jones. These are problems that go across district lines, and I think the 
Air Force will have to work closely. 

Major Reames. Results of manpower survey are that they are in bad shape. 
Asked Mr. Ryker about going on 2 shifts and Ryker’s answer was that they don’t 
have personnel to man 2 shifts. 

Colonel Jones. Agreed. It isn’t that simple just to say that they will have 
to go on 2 shifts if you have to use an entirely green crew. 

Captain Caance. Did you touch on manpower situation at West Trenton? 

Colonel Jonrs. No; I talked to Colonel Heyer and outlined our problems to 
him much as I am doing here today. I tried to impress upon him how vital Chase 
was in the production of early airplanes. He seemed to appreciate that. Didn’t 
you think so, Reames? 

Major Reames. Yes. 
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" aoa Colonel Martin. Will you make a report similar to this to General 
radley 

Colonel Jones. I talked to General Bradley today and told him substantially 
what I have said here. 

Lieutenant Colonel Martin. Should we, through our districts, put pressure on 
either district through AMC? 

Colonel Jonxs. I told him I was going to leave my recommendations with you. 
General Bradley expects you to use your own judgment and wants you to run 
your own show with district and doesn’t want you bothering AMC as long as you 
can iron out your difficulties within the district. Colonel Heyer is anxious to 
cooperate. 

Lieutenant Colonel Martin. One point I would like to make with respect to 
distribution of these minutes. They are to be confined strictly to AF personnel, 
and are not to be given to the contractor personnel under any circumstances. 
May be used as background material to follow through on, but with respect to 
loaning the minutes to contractor personnel—this is out. 

Colonel Jones. Hope to say goodbye tomorrow individually. I sincerely 
appreciate your very fine cooperation. Will be glad to get back to Boston. I 
have enjoyed being here and enjoyed working with the fine group of people 
stationed in this plant and at district. You have an interesting job ahead of you. 
There is nothing impossible about it. Again thanks for the pleasant relationship 
for the last 2 months, and if there is anything I can do, please don’t hesitate to 
let me know. 

Lieutenant Colonel Martin. Do you want information to go any further than 
this room when your departure is? 

Colonel Jones. No; I have done this for a reason. Tomorrow afternoon, I 
intend to say goodbye to the contractor. 

* * * * * * cad 


Meeting adjourned at 1440. Copy of minutes to be distributed to all present. 


DOCUMENT NO. 21 
APRIL 28, 1953. 

Memorandum for: Col. W. R. Graalman. MCPP2. 
Subject: C-119 Production at Kaiser Mfg. Co., Willow Run, Mich. 

You have asked for my comments on four questions. 

Question No. 1. What about fins manufactured by Gibson that were rejected 
by Fairchild but were sandbagged into airplanes at Willow Run? 

I am not familiar with this condition and did not hear anything about it while 
I was at Willow Run. I talked to Mr. Les Martz this morning concerning this 
alleged condition. As you know, he was chief of quality control at Kaiser until 
late in January of this year. He also knows nothing about this alleged condition. 
He said that the only fin condition that he recalls was early in the production 
phase at Willow Run, certain engineering changes had not been incorporated 
and that in order to take care of these changes, Fairchild had issued a field fix. 

Question No. 2. What about my March meeting with Mr. Edgar Kaiser? 

I was at Kaiser Manufacturing Co., Willow Run, on March 30 and 31, 1953. 
I had a conference with Mr. Edgar Kaiser at noon on March 31 to discuss my 
observations with him. Also present at the meeting were Mr. John Hallett, Mr. 
Steve Girard, and Lt. Col. W. 5. Martin, Air Force plant representative. I told 
Mr. Kaiser that his shop-order completions and subassemblies were not going to 
meet the master schedule that had been mutually agreed upon January 3, 1953. 
I also infortned him that tool control was still unsatisfactory. I suggested that 
in order to buy time, he appeal to Fairchild for parts and assemblies that were 
presently jig stoppers in his plant. He intimated that he thought this might be a 
good idea and directed Mr. Hallett to immediately determine parts required and 
see if Fairchild could help them out. I later checked with Kaiser’s man Covelle 
about these parts and talked to Mr. Lee Furman stationed at Fairchild about 
expedited shipment of parts available. Mr. Furman informed me that they had 
= finished checking their bin stocks against a list of 79 parts requested by 

‘aiser and about two-thirds of this list were available and were being immediately 

shipped. I was disappointed at the small number of parts requested by Kaiser 
as I felt from what I had seen at Willow Run, the list should be in excess of several 
hundred parts rather than a mere handful such as 79 represents. Incidentally, 
at no time did I hear anything from Mr. Kaiser or any of his people that was 
critical of Fairchild’s cooperation in parts assistance. 
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Question No. 3. How far is Kaiser behind schedule? 

I told Mr. Kaiser and my reports to my superiors here at AMC have been 
to the effect that the last airplane on the C-119 contract at Willow Run will 
not be delivered to the Air Force until March 1954. 

Question No. 4. Is it still true that Kaiser does not have an effective tool- 
control system? 

Yes. They have recently made some changes in the tool-control setup and 
have charged Mr. Ed Argersinger with the task of establishing an effective tool- 
control system. Mr. Argersinger is a capable individual. Tool control is not 
an impossible task and is not a great deal different in airframe than in any other 
form of business. I feel that probably by the end of April they will have a satis- 
factory tool-controi system established. There had been some improvements 
since my last visit—for example, in the punch-press areas, the tools were now 
stored in areas adjacent to the machine tools. This is a good move, but from an 
overall standpoint, there were still, in my opinion, too many shop orders held 
up for tooling. 

Har.ey 8. Jones, 
Colonel, USA F, 
Deputy Director for Production, 
Directorate of Procurement and Production. 





DOCUMENT NO. 22 


Unitep States Arr Force, MANPOWER UTILIZATION SuRVEY, KAISER-FRAZER 
Corp., Wittow Run, Micu., NovEMBER—-DECcEMBER 1952 


THE SURVEY 


Requested by Director of Production and Procurement, Air Materiel Command, 
Wright-Patterson Air Force Base, Dayton, Ohio 

Authorized by Commanding General, Air Materiel Command, Wright-Patterson 
Air Force Base, Dayton, Ohio 

Reason for the survey: To determine if there is excessive idle time and/or over- 
manning of work stations 

Date conducted: November 24 to December 18, 1952 

The survey team: 

Guy A. Whitcomb, Chief, Labor Utilization Section, Industrial Manpower 
Branch, Industrial Resources Division, Headquarters, AMC, United 
States Air Force 

W. 8. Bagley, Industrial Specialist, Labor Utilization Section, Industrial 
Manpower Branch 

L. P. Desmond, Industrial Specialist, Labor Utilization Section, Industrial 
Manpower Branch 

R. R. MeGracken, Industrial Specialist, Labor Utilization Section, Industrial 
Manpower Branch 


INITIAL MEETING WITH MANAGEMENT 


In the initial meeting with management, held at Kaiser-Frazer Corp., Willow 
Run, Mich., in the office of Mr. 8. A. Girard, vice president and general manager, 
on November 24, 1952, the following people were present: 


Kaiser Manufacturing Corp.: 
John Hallett, executive vice president 
M. Miller, executive vice president 
S. A. Girard, vice president and general managerA/C 
8. H. Taylor, assistant general manager, A/C 
C. M. Hollis, controller vice president 
S. F. Patyrak, defense contracts administrator 
W. B. McLaren, vice president—industrial relations 
7 Lindberg, executive assistant to vice president and general manager, 
/ ™~ 
W. 58. Brown, legal counsel 
L. K. Covelle, Wright Field representative 
McEachren, Touche, Niven, Bailey and Smart (CPA, Detroit) 
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United States Air Force: 

Lt. Col. 8. E. Cleveland, USAF field project officer, C-119 

LT. Col. R. C. Ulrey, AFPR, Kaiser Manufacturing Corp. 

Maj. J. F. Hanley, Headquarters, USAF 

Maj. C. E. Reames, deputy, AFPR, Kaiser Manufacturing Corp. 

Maj. C. G. Glasgow, Headquarters, AMC 

Capt. H. W. Smith, chief, production branch, KMC 

Capt. H. A. chance, contracting officer, AFPR 

S. C. Solomon, resident auditor, Auditor General, USAF 

B. W. Renshaw, production branch, AFPR 

A. G. Ungerman, central procurement district, USAF 

D. E. Brightbill, Detroit regional office, USAF 
United States Air Force labor utilization survey team: 

Guy A. Whitcomb, Chief, Labor Utilization Section, AMC 

L. P. Desmond, Labor Utilization Section, AMC 

W.S. Bagley, Labor Utilization Section, AMC 

During the discussion the Chief of the Labor Utilization Section (AMC survey 
team leader) explained the purpose of the visit and the techniques used in con- 
ducting the survey. 
He stated that— 

(a) The team’s findings would be discussed with management as the 
survey progressed. 

(6) Top management should appoint a liaison man with whom the survey 
team would maintain close contact and make appointments with the various 
executives and department heads. 

(c) A meeting would be held with top management to discuss the rough 
draft of the summary and recommendations before the final report is pub- 
lished. 

(2) Immediately upon completion of the summary report of findings, an- 
other and concluding management meeting will be conducted, for the purpose 
of acquainting company executives with the conclusions and recommenda- 
tions contained in the final report. Three copies of the report will be made 
available for the convenience of management. 

Mr. S. F. Patyrak was selected by management to act as the company liaison 
man with the Air Force survey team. 


SUMMARY AND RECOMMENDATIONS 


The following pages contain brief summary comments with recommendations 
on subjects which have been covered in detail in the body of this report. 


Summary of events relative to improper utilization of manpower July 5, 1951, to 
December 3, 1952 

Comments: Review of the exhibit indicates that excessive idle time and/or 
overmanning of work stations has existed since July 1951, culminating in the 
Air Force administrative contracting officer withholding payment on 2 vouchers 
amounting to $696,840.75, on December 12, 1952. 

Recommendation: That the contractor and the Air Force plant representative 
immediately review all previous data contained in this exhibit, together with 
this labor utilization survey report, taking such necessary action as required to 
solve and correct the numerous inefficiencies advanced throughout this document. 


Total number of employees 

















AIRCRAFT 
CF | 
Plant ! | Office ? Total 
Men | Women Men | Women | Men Women 
| | | 
DRO, LTR, dtaninnesiae nhestct~deptiesonnene | 4, 033 | 635 1,315 501 5, 348 | 1, 136 
GURU TIE Sealen one ccoccntoac eran ces 2,774 | 122 | 503 | ai | 3,27 | 343 
EDD ocicagacecrncanenninrceesst } 1, 259 | 513 | 812 280 2, 071 793 
Grand total increase...............- én 6a erepemertedndndebokghipee ddr edsh 2, 864 


See footnotes at end of table, p. 199. 
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Total number of employees—Continued 


AUTO-AIRCRAFT (ALLOCABLE) 


Plant 3 Office ¢ Total 


Men Women Men | Women Men Women 


Dec. 1, 1952 | 3, 680 | 298 1,817 | 781 5, 497 1, 079 

Jan. 1, 1952... .. 3, 285 224 | 1, 390 511 4, 675 735 
Increase ; back aa 395 74 27 270 822 344 
Grand total increase _ . > ae » ' 1, 166 


! Includes hourly employees in aircraft departments, does not include allocable. 

? Includes exempt, nonexempt, and foremen, does not include allocable 

3 Includes hourly employees in auto-aircraft services, allocable departments but does not include finance 
or executive departments 

‘ Includes exempt, nonexempt, and foremen. 


Total number of employees 


Comments: The above chart presents an interesting study of the employment 
trends in the several categories indicated with the significant fact that the em- 
ployment of increasing numbers of women workers shows a trend which will 
probably continue when it is again necessary to resume an active hiring program 
to support future schedules of aircraft production. In January 1952, only 4 
percent of plant workers were women. During 1952, 25 percent of all new plant 
hires were women, which raised the overall percentage in the plant to 7 percent. 

Recommendation: See comments and recommendations under women workers. 


Employees by shifts 


Comments: The company is unable to break down male and female employees 
by shifts; therefore, the contractor is unable to determine whether or not men 
and women are performing comparable tasks on the various shifts, as an indica- 
tion of the number of additional women that could be used conveniently. 

Recommendation: It is recommended that the company immediately take 
steps to ascertain the number of male and female employees by shifts to ac- 
complish the aim outlined above. See comments and recommendation under 
women workers, 


Direct and indirect workers 


Comments: Information furnished by the company on numbers of direct and 
indirect workers, are inconsistent and further are at variance with information 
furnished to AMC on AMPR’s. It is evident therefore that no consistent under- 
standing or interpretation of what are direct and indirect workers exists. Basis 
for estimating labor requirements by use of learning curves, therefore cannot be 
consistent or comparable with other aircraft production. (See discussion of 
direct and indirect workers in body of the report.) 

Recommendation: That the contractor immediately accept and use the AMPR 
definition of direct and indirect workers and establish records accordingly. A 
consistent method, approved by the AF plant representative’s office of changing 
allocable employees, broken down by the AMPR definition of direct and indirect 
employees, should also be adopted. 

That a followup survey be made at a later date to determine the degree of 
excessive idle time existing among the indirect and allocable personnel since 
observations in this survey deal only with production workers. (Also see direct 
and indirect workers in body of the report.) 


Workweek 


Comments: Kaiser-Frazer is currently working: a 5 day workweek, 40 hours 
per week. However, due to some authorized overtime the average hours worked 
range from 40.3 to 41.4. (See workweek in body of the report.) 

In view of the observations made elsewhere in this report under labor relations, 
it would appear that premium pay for additional hours should be more closely 
scrutinized by those authorized to grant overtime to reduce the costs of premium 
pay of production workers and union stewards. 

Recommendation: That a continuing review of all premium time granted by 
supervisors be reviewed for purposes of eliminating habitual tendencies on the 
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part of management in automatically yielding to every request, which has resulted 
in excessive costs particularly in reference to union stewards. 


Personnel with previous aircraft experience 


Comments: Of the 747 employees of the company who have had previous air- 
craft experience, at least 50 percent of them attained this knowledge during recent 
years. Their combined experience represents a most satisfactory cross-section 
of the aircraft industry, thereby providing Kaiser-Frazer with a skeleton organiza- 
tion around which to build a satisfactory degree of aircraft production accomplish- 
ment. 

Recommendation: That the contractor utilize this tabulation of the skills of 
these people in order to quickly locate the cross section of skills represented to fill 
vacancies with the best qualified personnel. 


Responsibility and authority 


Comments: It is believed that responsibility and authority could be more clearly 
outlined. Foreman units are small in comparison to like operations in other air- 
craft plants resulting in a greater number of supervisory personnel being employed 
than would otherwise be needed. Scope of responsibility and authonty for super- 
vision is ample. However, the quality of supervision should be improved. Im- 
proved records being currently set up should better this overall picture providing 
the contractor makes proper utilization of the information so obtained. The con- 
tractor now recognizes the necessity of a complete training program. If the 
contractor will accept this apparent need and follow through, favorable results 
should be obtained. The recently established foremen screening committee 
should improve the caliber of supervisory personnel. 

Recommendations: That the contractor immediately— 

1. Outline the authority and responsibility more specifically for all executives 
administrators, supervisory and production personnel. 

2. Decrease the numbers of supervisory personnel. Improve the quality. 

3. Initiate a complete training program for all job classifications. 

4. Give the newly formed foremen screening committee such assistance, infor- 
mation, and support as required in the accomplishment of their objectives to 
improve the quality of personnel. 


Industrial engineering 


Job simplification Comments: There is no job simplification program. 

Recommendation: That a job simplification program be organized in order to 
utilize more women workers and also untrained, unskilled, older and handicapped 
personnel wherever possible. This should aid in reducing the problems of person- 
nel transportation from excessive distances and also housing problems for immi- 
grant workers. 

Job evaluation —Comments: Rate ranges are applied to jobs by classifications. 
There has been no effort made to evaluate jobs on a formal plan as suggested by 
the phrase “‘job evaluation.’”’ This condition has not been a detriment to manage- 
ment. 

Recommendation: Because of production matters considered to be of a more 
urgent nature at present, it is recommended that job evaluation be held in abey- 
ance. 

Time study—Comments: Actual time studies on aircraft operations are in a 
minority. Extensive effort is now directed toward estimating time values for 
individual operations. Standard times, actual or estimated, are not applied to 
the workload to stabilize the flow of work through production. 

Recommendation: Perform more actual studies from which standards may be 
built. Apply standards to the operation sheet before starting production of an 
item. Use time study to set the work tempo at a reasonable pace and correct 
estimated standards accordingly. 

Manhours control—Comments: Excessive idle time throughout the plant area 
shows a decided lack of hour control. Distribution of manpower as now prac- 
ticed has not been efficient nor economical. 

Recommendation: Establish work areas, allocate manhours based upon valid 
standard hours supplied by industrial engineering, as a result of adoption of the 
recommendation under time study above. 

Plant layout-—Comments: Equipment generally is well layed out providing 
ample working space thereby, the layout should aid and support satisfactory line 
production. There are, however, some recommendations that would eliminate 
excessive idle time. 
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Recommendations: 1. An area utilized solely by the tooling employees to 
rework tooling should be provided. This area should contain such types and 
kinds of facilities necessary to accomplish these tasks. By acceptance of this 
recommendation, the commandeering of standard machinery lecated in various 
places of the plant would be eliminated. Provisioning of this type of an area 
removes a condition causing excessive idle time by holding up machinery and 
disrupting the flow of the line production of parts. 

2. Routers should be relocated adjacent to the flat raw stocks. This action 
would eliminate bringing the material to the machines and gathering up the scrap 
and returning it to salvage thereby saving employees’ time. 

3. An area should be provided for master gages. This is very important as 
improper care is contributing much to excessive idle time by incorrectly setting 
tooling from masters gages which have been, as an example, bumped, dropped, 
etc., thereby affecting the alinement or dimensions of tooling set therefrom. 
The result is nonfitting components, or assemblies, plus the abundance of scrap 
which must be materially reduced. 

Methods improvement.—Comments: There is no organized effort expended on 
methods improvement. 

Recommendation: That management organize and conduct an extensive pro- 
gram with qualified personnel, designed to encourage and use employee partici- 
pation in the solution of problems. 


Production 


Comments: The past and current production accomplishments of the con- 
tractor have not been satisfactory to the Air Force. The lack of a well-balanced, 
properly controlled, efficiently operated production program together with 
untrained and unqualified personnel, have been a few of the contributing factors 
which have caused the contractor’s weak record of production accomplishment. 

Important departments such as industrial engineering as an illustration, is 
an after-the-fact operation instead of one which predicts and stabilizes future 
production. 

Careful analysis by the survey team of facilities at Willow Run and by the 
contractor’s admission are sufficient to support scheduled Air Force requirements. 

Currently, top production management have in the planning and embryo 
stages several corrective measures, which, if adopted and then fully utilized, 
look encouraging for the future. To support these programs, a sprinkling of 
qualified personnel with aircraft experience throughout the Kaiser-Frazer Corp. 
organizational structure should contribute to improved contractor production 
results. 

Recommendation: That the contractor take all necessary steps as required to 
support, follow through, and improve the production plans recently initiated, 
being constantly on the alert to place better qualified and informed personnel in 
the key positions responsible for the efficient administration of programs as 
planned. 

Tooling —Comments: There still remains a considerable amount of rework to 
be accomplished on C-119 tooling. It can also be stated that present tooling 
schedules do not indicate the completion of C-119 tooling before the scheduled 
date for completion of all C-119 production. A bottleneck on templates corrected 
to latest engineering appears to be the most significant factor in C-119 tooling 
delay. Complete records are not available. 

C- 123 tooling is of sound construction and design. The program seems to be 
progressing satisfactorily and suitable records are being maintained. 

Recommendations: More emphasis and more time be expended on the co- 
ordination of C—119 tooling than at present; at the same time, C-—123 tooling 
status must steadily move forward. 

A more complete and satisfactory set of records and information on C—119 
tooling must be established and maintained. By conforming to the above 
recommendations, tooling, jigs, and fixtures, by being properly coordinated, will 
not hold up the processing of all affected production phases of work as is presently 
occurring in numerous instances, 

Material contro! —Comments: Adequate records and availability of materials 
present no major problem. An inspection of various areas revealed that material 
is well kept, areas clean, and records adequate. However, the volume of work 
indicated that the average of from 40 to 80 material requisitions a day were being 
processed but there were 6 to 15 employees used in so doing. 

Recommendation: It is recommended that the personnel of these departments 
be substantially decreased. The volume of work in a number of material areas 
does not require the personnel now employed. 
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Production contro!.—Comments: Currently adequate production controls are 
conspicuous by their absence. However, it is possible that the recent establish- 
ment of several production controls, which has been stepped up in tempo and 
increased in number during the process of this survey, if carried through, and 
given a green light by top management, should materially improve and cause 
a reduction in the overmanning of stations, and also reduce a considerable amount 
of excessive idle time. 

Recommendation: That top management immediately support a sound pro- 
duction-control program. 

Timekeeping —Comments: Basically the mechanics of the present timekeeping 
system appear adequate. 

Recommendation: Checks should be continued by timekeepers to ascertain if 
supervision is correctly recording time on the crew worksheets, 

Departmental performance rating—Comments: At present, there exist no 
ratings by departments; however, top management has indicated during discus- 
sions its intentions toward initiating this type of a report. 

Recommendation: That top management immediately adopt a departmental 
performance rating program. 

Individual performance rating —Comments: Currently this type of program is 
not used by Kaiser-Frazer Corp. 

tecommendation: In order to better classify the production performance of 
plant production employees and their special qualifications, it is recommended 
that a rating plan as used by various aircraft companies be given serious consid- 
eration. 

Labor productivity—Comments: As indicated in the body of the report lack of 
adequate production controls are strong contributing factors in the poor produc- 
tion record of Kaiser-Frazer. 

Recommendation: It is again recommended that top management immediately 
support a sound production control program as a means of increasing labor pro- 
ductivity. 

Unavoidable suspension of work.—Comments: There is recorded few instances 
in this report of work suspensions which were unavoidable. 

Recommendation: None. 

Plant equipment—Comments: Plant equipment throughout the plant appears 
to have been well chosen and in good condition. In discussions with production 
management regarding this subject, it was stated that plant equipment was 
adequate except for the need of spar mills and hydrotels. These facilities, if 
provided, would eliminate out-of-line production and contribute to a greater 
utilization of manpower. 

Recommendation: That the Air Force investigate the contractors need for spar 
mills and hydrotels and if it is determined that these items are necessary, take 
immediate steps to provide them at the earliest possible date. 


Subcontracting 

Comments: The subcontracting of sub and major assemblies on the C-119 has 
been satisfactorily administered. The only major setback in this phase of the 
operation, has been the corrosion of wings. This condition is being remedied. 
The recent clarification by Headquarters, AMC, of the division of work and 
subcontract structure between Chase Aircraft and Kaiser-Frazer should materially 
aid in contributing to a better understanding of work to be performed on the 
C-123. 

Recommendation: The contractor should be constantly on the alert to prevent 
recurrence of the above or similar unsatisfactory conditions. 


Overmanning of plant in terms of current needs 

Comments: Mathematical computation of estimated standard hours required 
for scheduled production, interpolated into man-hours available indicates that 
the overall plant could effectively utilize only 50 percent of the present employees 
for current production operations. These computations are supported by realiza- 
tion reports of industrial engineering, records of the Resident Air Force Auditor— 
Auditor General’s Office, Inspector General’s report under date of November 4, 
1952, and the twenty-odd floor observations made at various locations, times, and 
dates. 

Recommendation: Present methods of estimating manpower be supplanted by 
valid standard hour requirements and by work areas throughout the plant. 
Furthermore, the survey team suggests that the working force, which cannot be 
effectively utilized, immediately be reduced to conform with the present and 
future scheduled output and that supervisory and clerical help be reduced in 
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ratio to the direct labor force. Reasonable allowances should be made for training 
time to meet anticipated schedules. At the same time, every attempt be made to 
increase the quality of the work foree through effective training programs and 
positive recruitment and better utilization of qualified and experienced aircraft 
production personnel. 

Excessive idle time 

Comments: Floor observations confirmed that excessive idle time exists. Inves- 
tigation of available records, the nonexistence of other basic production records 
and the lack of fundamental controls are heavy contributing factors pointing to 
excessive idle time. 

On no previous occasion has this survey team observed such a high portion 
of workers who were inactive and the work tempo of those who were applying 
themselves was far below any comparable group of aircraft workers previously 
studied. 

Recommendation: Supervision be instructed and management insist, that all 
employees for whom there is not a specific task be removed from the payroll. 
That industrial relations division take immediate steps to rectify their contribu- 
tion to excessive idle time caused by the absence of a well-balanced personnel and 
training program. That the industrial relations division study the Buick, Olds, 
Pontiac Division, General Motors Corp., Kansas City plant union agreements 
which operation is comparable to that of Kaiser-Frazer Corp., Willow Run, for 
the purpose of extracting therefrom such information and guidance as might 
assist this company in improving the working conditions under the present unique 
and unusual union contract under which Kaiser-Frazer Corp. is now operating. 
Industrial Relations Division 

Comments: This extremely important activity is directed by a vice president, 
2 assistants, 7 section chiefs, and 490 employees. The scope of the services pro- 
vided is broad and the lines of authority are clearly established in the following 
fields: Labor relation., Personnel services, Training, Plant protection, Wage and 
Salary administration, Feeding operations. 

telated activities wherever medical services and plant safety are provided are 
also under this division. The only significant deviation from normal practice in 
the several department. arises from the decentralization of personnel records at 
operating departmental levels where the responsibility is delegated for the mainte- 
nance of seniority records, and absentee and overtime accountability. 

The ratio of those engaged strictly in labor and personnel relations is 1 for each 
136 employees. This calculation, because of the allocability aspect, is determined 
on a plantwide basis and comes within the normal range for these functions 
within the aircraft indu. try. 

Recommendations: Reserved for subsections dealing with specialized phases of 
this broad subject. 


Unions involved 


Comments: The United Auto Workers, Local No. 142, CIO, with a member- 
ship of 9,461, represents 87 percent of the overall union membership. The 
Amalgamated Plant Guards of America, Local No. 114, with a membership of 
154, represents 1.3 percent of the overall union membership. United Catering, 
Restaurant, Bar and Hotel Workers, CIO, with a membership of 81, represents 
0.7 percent of the overall union membership. Foremen’s Association of America, 
Chapter No. 20, with a membership of 1,192, represents 11 percent of the overall 
union membership. 

Detailed studies and observations will be found in the section captioned, 
“Labor Relations,” 

Recommendations: None. 


Labor relations 


Comments: There are two significant clauses in the Kaiser-Frazer agreement 
which add considerably to management’: problems, the first relating to ‘‘plant- 
wide”’ seniority and the second provices for a fixed quota of shop stewards whose 
duties are solely with union matters even though they are paid their respective 
classified rates of pay as if they were engaged in productive effort for the company. 

The adverse effects of plantwide seniority and the implicit disruption of 
repeated bumping is obvious. Management is placed in a particularly difficult 
position in staffing the aircraft operation in an orderly manner. This disadvant- 
age is found nowhere else in the airframe industry. The closest related example 
of a motor company with a UAW contract, engaged in airframe production is 
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that of Buick, Olds, Pontiac plant in Kansas City where the supplemental agree- 
ment regarding seniority has been realistically developed as follows: 

The contractor (BOP) agreed to recognize auto workers seniority rights in 
terms of transfers to the new aircraft program on the following basis: 

Transfers would be scheduled at the company’s discretion confined to occupa- 
tional groupings (job families), and BOP agreed to recognize seniority to the 
limited extent of providing employment in aircraft production, not to exceed 
25 percent of the total number employed, by the end of 12 months from the 
comraencement of operations. This basis of orderly staffing gives management 
the latitude that experience has dictated is necessary to organize and operate 
dual production lines on an efficient basis. 

While there has been no major work stoppage in the Kaiser-Frazer’s aircraft 
operations during the 2-year period since its inception, the following facts are 
clear and significant. The bargaining agent (UAW) has progressively gained 
great influence in the management of the production operations usually considered 
management functions and in spite of the costly maintenance of a large force of 
nonworking union job stewards whose sole function is to represent membership 
in the resolution of their grievances the continuing volume of such localized 
disputes indicates that there is chronic restlessness which undermines both 
morale and productivity. 

It is a well-established fact that there is an inadequate number of competent 
skilled workers available to meet the company’s responsibility for stepping up 
both production and quality control standards, and for training and supervision 
of the rank-and-file workers who are new to aircraft production. 

From a strictly labor-utilization standpoint, the survey team finds itself con- 
fronted with the unique and paradoxical situation where on the one hand there 
is an acute shortage of skilled workers, particularly with related experience and 
on the other hand, observe that there are currently 101 of such critically needed 
skilled artisans who are on the payroll at their respective skilled rates, and yet 
have no direct production duties whatever. Their sole function is to represent 
their members in all matters where there is a conflict between the worker and his 
supervisor through the means of grievance procedures established under the 
terms of the contract. 

Significantly important detailed accounting on the subject of grievances and 
the “nonworking steward” system will be found starting on page 63 of the report 
which reveals the costly extremes which are imposed upon the contractor in the 
functioning of the union contract. 

Recommendations: That management restudy the problem of overtime 
involvement, wherein stewards are paid premium rates, frequently resulting in 
fantastic earnings by nonworking stewards, who at times are not even present 
when overtime of one or more persons is involved and yet are paid time and 
one-half the hourly rate for all time worked. Further, that management again 
review the plantwide seniority clause of their current union contract with a view 
of renegotiating with the union a seniority clause which will permit a more orderly 
and effective staffing of the aircraft activity. 


The hiring program 

Comments: The union-management contractual obligation which requires 
that the bulk of the manpower required for aircraft be obtained through recognition 
of plantwide seniority and posting of jobs with automotive workers who can 
qualify being given opportunity to accept even presents, though more qualified 
workers are available, a decided handicap to successful recruitment in an extremely 
tight and highly competitive labor market. 

The appreciation of an “across the board’’ system of seniority poses a serious 
problem in many directions, and particularly is this true of attracting and holding 
new workers who must weather the 90-day period of continuing uncertainty 
pending the initial establishment of a seniority status, 

This established practice of widespread integration of Manpower resources 
(allocability) poses a very real problem, in efficient administration and at times, 
obscures the very facts upon which the survey team must depend to properly 
evaluate manpower utilization. 

Recommendations: That a positive plan, in the nature of a “manpower budget” 
be formulated at the earliest possible time, and thereafter maintained as a guide 
to current and potential labor requirements. This schedule will, of course, 
be integrated with, and based upon, aircraft scheduling requirements, obviously 
requiring in its initial preparation and continuously in its operation, a close 
working relationship between industrial engineering, personnel, and training, 
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with coordination responsibility for the latter two lodged with industrial relations, 
as the policy source. 

Additionally, it is suggested that the personnel department be charged with 
and granted the staff time, to do a much more careful job in the selective process, 
even and notwithstanding, a decreasing manpower pool from which to draw. 
Interviewers might most profitably take more time and care in screening those 
who apply, particularly is it desirable that references be promptly processed on a 
“‘preemployment basis,’’ to avoid poor and unstable risks in advance of actual 
employment. 


Labor requirements 


Comments: The company has been able to obtain a sufficient quantity of pro- 
duction workers to meet aircraft production schedules. Since the inception of 
the Kaiser-Frazer aircraft program and the demand for production direct workers, 
there has been a shortage of experienced aircraft direct workers, there has been 
a shortage of experienced aircraft workers such as hand formers, stretch press, 
riveters, press brakes, mill operators, subassembly and final assembly workers. 
(Method for calculating labor requirements see manhours control.) 

As of November 24, 1952, management stated that no additional employees 
were needed. On November 28, 1952, the survey team was furnished with a 
list of 226 male and 20 female for a group total of 246 unfilled aircraft labor 
requisitions in the company employment office. A close study of these unfilled 
labor requisitions reflected that the large portion consisted of skills which fall 
into national shortage categories. The survey team does question, however, 
the number of people required in some classifications, such as crib attendants, tool 
grinding and perhaps the need for 43 tool workers at this time. Management 
further informed the survey team that no additional employees would be required 
in 30 days, that 1,400 additional employees would be needed in 3 months but no 
additional employees thereafter for a 6-month period other than the critical 
classification shortages that exist such as tooling and engineers. 

Their forecast was based on the following: 

‘The forecast that an additional 1,400 people would be required by February 
1953 (3 months from date of forecast) is based on the current status of the C-119 
program which is currently in production and the anticipated needs of the C—123 
project which is being put into production. 

“In the above forecast, consideration is given to the slippage which has oc- 
curred in the contractor’s performance to the C—-119 schedule. This adjustment 
defers the peak requirement for direct manpower on this project for several 
months, and overlaps the manpower buildup on the C—123. 

“A total of 4,300 direct workers will be required on the C~-119 program at 
peak. Of this total 3,600 are currently on the roll, assigned to this project. The 
difference of 700 employees must be hired by March to meet C-119 demands. 

“Direct labor requirements on the C-123 program are at present increasing. 
This expansion occurs concurrently with the C-119 project and amounts to an 
inerease of 700 people between the present and the C-119 peak. After the C-119 
peak occurs and starts downward, these people will be reassigned to the C-123 
to meet the expansion of production on that airplane.” 

While the survey team fully recognized the many-sided difficulties involved 
in forecasting future labor requirements, it is clear from the foregoing that a 
wide variation exists in the data which was submitted for study, and upon which 
a trend could be established as a basis for future recruiting and the accompanying 
training needs. 

Recommendations: That the personnel and training department be provided 
with a more reliable schedule of future requirements, so that the recruitment of 
necessary additional workers, in the various occupational groups may be pro- 
gramed by careful advance planning. 

Since manpower stringencies in the Greater Detroit area are likely to contract 
in the future, much more emphasis will therefore be necessary in training ‘‘green”’ 
workers, and special attention given to their orderly absorption, under “job 
simplification methods’’ usually employed in labor-shortage classifications. 


Unfilled labor requisitions 

Comments: As a result of vastly reduced hiring during the past 6 weeks 
(actually the period of recent layoffs) the number of new workers desired falls 
with few exceptions into skilled categories, of the “‘hard to recruit types.” Du- 
plicate demands are on file in the Ypsilanti office of the Michigan State Employ- 
iment Service. 
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Much emphasis has been placed upon the urgency of the demand for 40 ‘“‘cur- 
rently experienced aircraft supervisors’’ and positive recruitment has been 
requested through the Ypsilanti office (copy to Lansing State administrative office) . 

Recommendations: That all requisitions be carefully scrutinized by the person- 
nel director, to provide continuing control over all orders received in the depart- 
ment whether or not the order is for replacement personnel or a new requirement. 
This delegation of responsibility and the authority obviously necessary to assure 
rigid compliance with this ‘conservation policy”’ is clearly needed, as is the need 
for better planning and coordination. 

Sources of new employees 

Comments: With but few exceptions the company has relied upon the man- 
power supply of metropolitan Detroit for its labor requirements. However, the 
demand for industrial workers now exceeds the supply to the extent that much 
reliance will necessarily have to be placed upon recruiting and training women 
workers, who can be readily absorbed in light manufacturing. Since there is a 
continuing and critical need for some 40 experienced aircraft supervisory workers 
it appears that intensive and positive recruitment will have to be undertaken 
which then may present opportunities to recruit those not presently engaged in 
the maximum use of this experience. 

Past relationships with the Michigan State Employment Service offices in the 
adjoining communities have admittedly been helpful, and their facilities for 
clearing orders to other selected and noncritical areas can be made available. 

Recommendations: None. 


Michigan State Employment Service 

Comments: The Kaiser-Frazer personnel department and the Michigan State 
Employment Service have worked closely in a cooperative effort to meet the com- 
pany’s requirements in this area. However, recent efforts to recruit experienced 
aircraft supervisory workers in a critical area, such as Wichita, might have been 
avoided by requesting interregional clearance assistance for the company’s 
recruiters, so that any disruptiveness implicit in this approach would have been 
avoided, and another area might have yielded better results. 

Recommendations: Explore with the responsible senior officials in charge of 
clearance recruiting, the possibilities for meeting the company’s immediate 
specialized demand for experienced aircraft supervisors from areas of logical 
recruitment without undue disruption of other vital aircraft programs. 

Keep the Michigan State Employment Service informed of the results of the 
recruiting success to plan future manpower requirements. 


Interviews and tests 

Comments: Even though there is a dwindling supply of manpower in the 
Detroit area, it would appear in view of the excessivley high rate of turnover 
that particular attention be paid in the selection process, to the elimination of 
applicants whose records show instability and apparent unwillingness or inability 
to remain steadily employed for any length of time. The additional time allocated 
for this purpose, will be amply justified by results. 

Submarginal hiring of either male or female workers is of doubtful value since 
they are the main contributors to a high rate of attrition during the first 30 or 
60 days of their employment. 

Recommendations: That interviewers be given refresher training courses and 
the opportunity to do a better screening job and thereby eliminate a higher 
percentage of the doubtful risks through the use of long established selection 
procedure, which are not now employed for the run-of-the-mill types. 


Investigations of applicants 

Comment: The company personnel department employs the resources of the 
various retail credit associations for verifications of previous employments. 

Security checks are in line with the customary requirement of establishing 
citizenship. 

Recommendations: That the maximum effort be expended and where possible 
on a preemployment basis to eliminate doubtful or poor risks from either employ- 
ment, or security standpoint. 


Time required to process new workers 

Comments: The fact that only 1 hour is required to physically examine and 
otherwise induct a new worker suggests that the probability that the simple and 
direct method stemmed from the heavy volume of new hiring which required 
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production-line methods to handle such a burden, which frequently amounted to 
2,000 men workers a month. 

Recommendations: As a companion recommendation to that made relative to 
hiring policies, it appears highly desirable that more care be exercised in introduc- 
ing new workers to their jobs at Willow Run. More specifically, management 
might explore the value to be derived from a soundly conceived orientation pro- 
gram for all new workers which would familiarize the worker with such matters 
as plant security regulations, safety, company rules relating to absence, shop 
rules, union regulations, hospitalization, etc. This would supplement or reduce 
the implied responsibility of the foremen whose other duties are more demanding 
to the detriment of proper handling of all new employees in a uniform and more 
effective manner. This should all aid materially in reducing the excessive losses 
of new workers. 


The training program 

Comments: Since an estimated 80 percent of all new production workers hired 
during the past year have had no related experience in aircraft, it is considered 
unfortunate that those responsible for policy have not been more conscious of the 
dire need for and the value of a comprehensive and formalized training program 
to equip these unskilled and inexperienced workers to do a more effective job. 

In recent months, an adequate staff has been assembled, yet is handicapped by 
the lack of proper space for demonstration and practice, including provision for 
some machines, hand tools, and components of certain subassemblies. 

Recommendations: More comprehensive orientation training through the ex- 
tension of the presently established 4-hour course for direct employees to all em- 
ployees, since direct or production workers constitute only about one-third of the 
total employed. 

The basic management course of 40 hours instruction, which is much the same 
as the popularly accepted and widely utilized supervisory training program, has 
been provided by the training department to approximately one-half of the 
Kaiser-Frazer foremen at this time. A close examination by management of the 
Supervisor's Manual and program outline recently compiled by the Kaiser-Frazer 
training department, as guide to the conduct of the course, can result in profitable 
time for all supervision (to men through general superintendent). 

With improved facilities which could be made available at a later date, much 
more emphasis might be given to the vestibule type program for a larger number 
of trainees who could gain the benefit of technical courses now conducted on a 
lecture basis. 

Induction program (orientation) 

Comments: As a direct result of the necessity for using production line methods 
due to a large volume of new workers, frequently averaging some 2,000 a month, 
the elements of careful investigation of the workers record with previous em- 
ployers, etc., were subordinated to the expediency of meeting the demands placed 
upon the personnel department, and as a result many unstable workers have been 
hired. 

Recommendations: Orientation should be established to cover a broader base, 
and inelude all new workers. 

Interviewers should be given an opportunity to check closely on an applicant’s 
record on a preemployment basis. Screening should be intensified to improve 
quality, with less emphasis on hiring proper and more on qualifying workers for 
employment. 


Labor turnover 

Rate of turnover—Comments: Kaiser-Frazer has the highest rate of attrition 
in the entire airframe program. The Kaiser-Frazer average turnover rate per 
month for the 3 months’ period ending October 30, was 12.2 percent (pfoduction 
employees) or in effect, on a 12 months’ basis, if this average is maintained, a 
complete turnover of approximately 150 percent is possible for direct workers, 
whereas the allocable group rate is, by comparison, much lower and more favorable. 

Recommendations: That the subject be explored fully by the industrial rela- 
tions department to the end, that the rate be drastically reduced through the 
improvement of correctable and contributing reasons reflected by complete record 
keeping, compulsory exit interviewing, and rm.vore emphasis on supervisory 
accountability. 

Accession and net gain or loss-——-Comments: During the months of August, 
September, and October 1952, Kaiser-Frazer hired 3,297 new workers and during 
the same period lost 2,469 workers reflecting a net gain of 828 employees. While 
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recognizing, even though a minor point, the selective service losses of 103 workers, 
the fact remains that the impact of such turnover is about as disruptive an 
influence on production as could possibly occur. 

Recommendations: See the recommendations made on this general subject 
under rate of turnover in this report. 

Rate of turnover production employees—Comments: As indicated in general 
subject and the title of ‘“Turnover,” the rate for direct workers is extremely high. 

Recommendations: See recommendaticns as detailed in the several other 
sections dealing with turnover. 

Rate of turnover by shifts Comments: The company does not keep records of 
turnover by shifts. 

Recommendations: That such statistical studies be incorporated in an overall 
plan, to record and be guided by such data. 

Rate of turnover by occupations.—Comments: Turnover studies by occupa- 
tional groups and classifications are always helpful in discovering and attempting 
to remedy the worst spots. 

Recommendation: Since the problem is acute, definite studies should be made 
and regular records maintained for guidance. 

Rate of turnover by departments.—Comments: Departmental experience for 
comparative studies are not available as a guide to varying conditions and meas- 
ures required. 

Recommendations: A definite system of accounting is recommended reflecting 
departmental comparability. 

Quit rate by length of service.—Comments: Data of this type is needed to define 
an area, in point of time, where quits are at their highest, and where remedies 
are relatively most urgently needed. 

Recommendations: A statistical recording of the above is reeommended and 
such matters as closer screening in the personnel department should be given 
consideration as such. 

Major causes of quits—-Comments: The company does not keep records of 
major causes of quits. 

Recommendations: That the industrial relations department formulate a plan 
to ascertain as accurately as can be determined the major causes of quits for 
future guidance. 


Absenteeism (aircraft division) 


Comments: Since no concrete program exists for combating the disruptiveness 
arising from vacant stations of unexcused workers, it follows the same logical 
pattern of reasoning as applied to turnover. 

A high rate of absenteeism is said to be a symptom of deeper difficulties, such 
as idle time and its byproduct boredom. Positive steps should be undertaken 
through the existing facilities for reducing the problem to a more reasonable level. 

Recommendations: Confer with supervisory groups and formulate a system for 
recording such data for the guidance of management in eliminating some of the 
avoidable causes particularly on an inplant basis. 


Personnel records 

Comments: The survey team is at a loss to understand why the industial rela- 
tions division does not maintain more complete records. In this connection, 
management stated, ‘‘The University of Michigan will conduct a survey, a part 
of which will help determine causes of absenteeism and turnover; however, this 
survey has not been started due to lack of union cooperation to date.” 

The apathy of the union in failing to lend its cooperation is regrettable as well 
as inconsistent in its contractual obligations for assisting management to improve 
production. However, it is management’s responsibility to take the initiative and 
proceed with its factfinding and recordkeeping. 

Recommendations: The logical course should be abundantly clear that manage- 
ment immediately install a system of personnel records recommended throughout 
this report. 


Women workers 

Comments: The labor-relations department states that 7 percent of the direct 
workers are female. 

Based upon the confused direct, indirect, and allocable employee numbers fur- 
nished the survey team, the question is interposed as to whether or not this per- 
centage figure of direct women workers is actually correct. It may be pointed out, 
however, that it has been determined that Kaiser-Frazer Corp. favors employing 
women for light aircraft production in lieu of employing substandard male em- 


2h ATT Reape 
ett 


ie 


Sea es ER AE aT a ART 5 ni Rite at IPC a OR 


utiliz 
imm« 
Distr 


need: 
of pe 





AIRCRAFT PROCUREMENT 209 


ployees. However, inasmuch as the contractor does not have the available 
records showing the number and percentage of women workers on the various 
shifts, the question arises as to how can he ascertain whether or not he is making 
full use of this source of labor which, by his admission, is readily obtainable. 

Recommendations: That the percentage of female workers be determined by 
shifts, whether or not they are performing comparable tasks and if they are, 
whether or not this source of labor can be obtained in the immediate area alleviat- 
ing employees coming from long distances. 


Wage and salary system 


Comments: Kaiser-Frazer Corp.’s union contract places wages and salaries in 
line with those paid by the major automobile manufacturers in the area. 

Recruitment of special types of new workers and the retention of desired 
employees presents a real problem. However, inadequate pay scales does not 
contribute to this condition. Fringe benefits such as cost-of-living adjustment, 
paid vacations, free hospitalization, and paid holidays are ample under the 
union-contract agreement. 

Recommendation: See labor relations. 
Safety 

Comments: The records indicate satisfactory safety experience as compared 
with like production safety standards in industry. Should the tempo of work 
increase, it is likely that the frequency of accident and severity rates would 
increase. Better housekeeping in general such as clear passageways will improve 
the existent rates. Guards on certain items of equipment may be required. 
Visual illustrations on bulletin boards showing causes of accidents would be help- 
ful and also a portion of employees training time should be utilized to acquaint 
personnel with accepted safety practices. 

Recommendations: That the safety department make plans to incorporate into 
the training program, proposed by the company, a portion devoted to acquainting 
employees with basic safety rules and principles. 


Communications 


Comments: The Kaiser-Frazer Automotive and Aircraft News fulfills a very 
definite need for familiarizing the workers with the various activities of the several 
phases of the company’s operations. 

Recommendations: A review of the issue of November 17, while attractive in 
its layout, particularly the photography, lacked the essential touch of personalizing 
the bulletin as a medium for promoting good will and the improvement of morale. 


Suggestions (incentive program) 

Comments: In keeping with the comments on this subject, to be found in the 
body of the report, the merit of such a program for the stimulation of initiative 
and the resultant improvement in morale is worthy of management’s early 
attention. 

The development of a program for encouraging employees to make contribu- 
tions to management, which they believe will improve quality and increase pro- 
duction, with cash and certificate awards, will pay its way countless times during 
a year. 

‘Recommendations: That management request the industrial relations depart- 
ment to promptly report the relative merits of the several such systems popularly 
employed in aircraft and related manufacturing industries. 


Outplant conditions 


Comments: The question of adequate housing and transportation, in the in- 
stance of Kaiser-Frazer’s Willow Run operation, is inseparable, since the nearest 
community, Ypsilanti, is 6 miles distant, and in turn as the nearest point, supplies 
only 17.6 percent of the present employees. 

Actually in practice since public transportation is both irregular and costly, 
the problem is met by use of personal auto and car pools. Many residents com- 
mute as far as 35 miles daily. 

Recommendations: In future, recruitment consideration should be given to 
utilize more women, older and handicapped workers, who are available in the 
immediate area as a means of reducing the import of these outplant conditions. 


Distribution of engineering personnel 


Comments: In a broad sense, the attached report indicates that the contractor 
needs improvement in the quality of the engineering staff rather than the additions 
of personnel based on a comparison with other aircraft companies—“too many 
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chiefs and too few Indians’’—figuratively speaking has increased the requisitions 
for these types of personnel. s 

Recommendations: That the contractor screen the present staff of engineers 
with a view of utilizing the better qualified engineers only on work requiring their 
talents and breaking down tasks so that less skilled people can be used in jobs 
requiring less skill and then eliminating those few who do not have sufficient back- 
ground or qualified knowledge. Every endeavor should be made to raise the 
standard requirements of all future engineering talent employed. 


Upgrading and transfers 


Comments: Contrary to the expressed opinions of the Industrial Relations 
Department which maintains that upgrading and transfers from automotive to 
aircraft operate satisfactorily, facts indicate such actions are effected in many 
instances on a basis of other than a satisfactory qualification standpoint. Closer 
coordination between the Labor Relations Department and the newly formed 
Foreman’s Screening Committee should improve materially that department’s 
altogether too lax policy of upgrading of employees in recent months. 

Recommendations: That the labor relations division endeavor to improve the 
quality of their upgrading and transfer procedures by acceptance of those req- 
uisites established by individuals charged with future actions of the personnel 
upgraded or transfered. 

SIGNATURE PAGE 
The survey team: 
Guy A. WuHitrcoms, 
Chief, Labor Utilization Section, Industrial Manpower Branch, Industrial 
Resources Division, Hq, AMC, United States Air Force. 
W.S. Bactey, 
Industrial Specialist, Labor Utilization Section, Industrial Manpower 
Branch, Hq, AMC. 
LARRY DESMOND, 
Industrial Specialist, Labor Utilization Section, Industrial Manpower 
jranch, Hq, AMC. 

Management representatives: 

We have discussed this report with the survey team and received three copies 
of same. 

Joun HAuert, 
Executive Vice President, Kaiser Manufacturing Corp. 
S. A. Grrarp, 
Vice President and General Manager A/C, Kaiser Manufacturing Corp. 
S. F. Paryrak, 
Defense Contracts Administrator, Kaiser Manufacturing Corp. 

Follow-up survey call will be made by one or more members of the survey 

team in about 90 days. 


PERSONS INTERVIEWED DURING SURVEY 


J. Hallett, executive vice president 

S. H. Girard, vice president and general manager 
S. W. Taylor, assistant general manager 

H. V. Lindbergh, vice president 

W. B. McLaren, vice president, industrial relations 
T. F. Riddle, plant manager 

S. F. Patyrak, defense contracts administrator 

B. M. Laney, works manager 

R. B. Fialho, manager, schedule and estimating 
W. 5S. Hoskinson, general superintendent 

O. E. Johnson, production planning and material handling 
8. H. Hailey, tooling and maintenance 

J. F. Eley, general superintendent 

W. Malinowski, chief industrial engineer 

R. Davenport, general superintendent 

L. J. Keating, chief plant engineer 

A. V. Fant, chief tooling engineer 

T. Girouard, general superintendent 

H. Brown, general superintendent 

A. J. Bedw orth, general planning superintendent 
W. V. Gillette, general superintendent 
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C. B. Woodell, staff assistant 

H. Fry, assistant works manager 

M, R. Sturdivant, general superintendent 

S. King, staff assistant 

F. R. Schroeder, staff assistant 

M. T. McNulty, administrative manager 

R. P. Hicks, scheduling and estimating 

W. Fenchuk, production engineering 

Wm. Eastman, director, labor relations 

D. Martin, assistant director, labor relations 
F. Shoup, director of training 

L. Kirby, coordinator, management training 
J. H. Backus, personnel director 

R, Thomas, assistant personnel director 


e 


SUMMARY OF EVENTS RELATIVE TO IMPROPER UTILIZATION OF MANPOWER 
(July 5, 1951, to December 3, 1952) 


Chronologically listed in the attached exhibit appear 26 separate actions taken 
by Air Force representatives, each presenting corrective measures, for the purpose 
of eliminating excessive idle time at Kaiser Manufacturing Corp. 

July 6, 1961 

Letter to contractor signed by Major Ulrey requesting tighter control of 
personnel by contractor. 

Colonel McDuffee, deputy commanding officer, Central Air Procurement 
District, held a meeting with the contractor and personnel from this office relative 
to above letter. K-F executives appeared to be aware of the situation and under 
pressure promised to take immediate steps to correct the various labor irregulari- 
ties. 

Locni contracting officer, Lieutenant Westlund, refused to authorize overtime 
work .intil such time as the contractor presented an acceptable plan for eliminating 
the malpractices. 

July 6, 1951 

Letter from contractor to AFPR outlines intended course of action on above. 
July 9, 1981 

Interoffice correspondence to all manufacturing supervision, signed by opera- 


tions manager, instructs them to take immediate action to correct referenced 
irregularities. 
September 10, 1951 

Meeting with management, resident USAF Auditor General and AFPR for 
purpose of discussing certain conditions causing excessive costs to the Air Force; 
one item was loafing. 

Plant protection was instructed to institute a more vigorous surveillance of this 
condition and report badge numbers and names of offenders to the works manager. 


January 21, 1952 


Letter to executive vice president and general manager, with copy of resident 
auditor’s letter to AFPR of same date attached, which requested the contractor 
to show just reasons why he should hire labor at the rate then being exhibited or to 
decrease the rate of hiring to such an extent so as to fully utilize all personnel. 
January 31, 1952 

Meeting was held in Col. Russell Keillor’s office. In attendance for procure- 
ment were Colonel Keillor, Lt. Col. George A. Miller, and Lieutenant Colonel 
Ulrey; for the Auditor General, USAF, Mr. P. H. Ramp and Mr. Sidney C. 
Solomon. 

The Resident Auditor General’s letter to the AFPR of January 21, 1952 and 
the AFPR’s letter of same date, referenced above, were discussed. The group 
agreed that upon receipt of the contractor’s answer, the resident auditor would 
institute a plan of floor checks in order to determine the proper dollar value of 
disallowances to adequately protect the Government's interest. 

February 1, 1952 

Conference held by the AFPR with executive vice president and general 
manager, in which the AFPR stated that it was the opinion of the local Air Force 
office that the top management did not have control of their operations. 
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February 2, 1952 

The executive vice president and general manager held a meeting with Mr. 
Solomon and Lieutenant Colonel Ulrey, with top corporation personnel in at- 
tendance, at which the lack of management control was thoroughly discussed. 


February 7, 1952 


Mr. Hallett called a meeting in his office for the purpose of organizing a joint 
AF and KMC procedures policy committee. This committee is composed of 
executives of the corporation; the USAF Resident Auditor General; the AFPR 
and members of his staff. This committee has been of considerable benefit in 
eliminating manning discrepancies; however, it has not been a cure-all, and con- 
tinued followup on manpower problems has been necessary. 


February 14, 1952 


Letter from Mr. Hallett to the AFPR in answer to his letter of January 21, 
1952, referenced above. This letter explained reasons for the observed idle 
time and outlined steps being taken by the corporation to reduce the excessive 
amount of idle time. 


February 21, 1952 


Letter from the AFPR to the Resident Auditor General, which forwarded Mr. 
Hallett’s letter, referenced immediately above, with a request that Mr. Solomon 
review to encompass adequacy of intended corrective action and surveillance of 
compliance with the contractor’s proposed plan of control. 


During February 1952 


Over 1,000 direct hourly aircraft workers were laid off during this month as 
a result of Mr. Solomon’s and the AFPR’s letters of January 21, 1952. 


March 14, 1952 


A meeting was held in Lieutenant Colonel Miller’s office at district headquarters 
(Directorate of Procurement Administration). In attendance for procurement 
were Lt. Col. George A. Miller, Lt. Col. Russell Burkholder, Capt. F. P. Bretney, 
Mr. James Robbins, and Lieutenant Colonel Ulrey. For the Auditor General, 
USAF, Mr. L. N. Teitelbaum, Chief, Industrial Audit Division, Auditor General, 
USAF, Mr. P. H. Ramp, and Mr. Sidney C. Solomon. Manpower was just one 
phase of this conference and it was the procurement officer’s imvression that the 
three representatives of Audit present concurred that our approach to this man- 
power problem was feasible and adequate. They further stated that due to 
insufficient personnel to adequately determine the amount of excessive idle man- 
Power, the conditions would have to be a matter for negotiation. 

April 4, 1952 

A meeting was held in Mr. Hallett’s office at which all of the top executives of 
the corporation, including Mr. Edgar Kaiser, were in attendance; as well as 
Col. N. R. Graalman from Headquarters, AMC; Col. Russell Keillor and members 
of his staff from CEAPD; Lt. Col. Wm. H. Walker, Chief of the District Auditor 
General’s Office and Mr. P. H. Ramp from that office; the AFPR; the ACO; and 
the Resident Auditor General. The following agenda was pursued: 

(a) Strong negotiation effort to be exerted by the contractor in the new 
aircraft supplement to the union contract. 

(b) Plantwide seniority should be limited. 

(c) Higher standards for aircraft inspectors. 

(d) Progress on reaudit and reaccounting in 1951 labor and overhead costs. 

(e) Definitive schedules for both the C-119 and C—123 programs must be 
realistic and should be expedited. 

(f) A training program should be put into operation at the earliest possible 
time. 

(g) A continuous vigilance to match manpower with requirements. 


May 15, 1952 

An aircraft procedure Manpower Utilization and Performance—Short Range 
was published this date as promised in contractor’s letter of February 14, 1952. 
June 3, 1952 


A letter was sent to Headquarters, AMC, signed by the AFPR, which outlined 
some unfavorable labor conditions and requested that a labor utilization survey 
be conducted by the AMC team. 
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September 23, 1952 


Mr. Guy Whitcomb, Civilian Chief of the Labor Utilization Office at AMC 
held a meeting at Willow Run with the executives of the corporation and the 
AFPR, at which time, Mr. Whitcomb offered the services of his survey team to 
Kaiser-Frazer Corp. Kaiser-Frazer management agreed to consider the feasi- 
bility of requesting their services and after several followups by the office of the 
AFPR, they advised this office on October 30, 1952, that they would not request 
the services of the survey team. 


During first week of October 1952 


A meeting was held in Mr. Hallett’s office with top management from the 
finance division in attendance, as well as the AFPR, the Resident Auditor General, 
and the local contracting officer. The local AF office presented their estimate of 
idle time from a quantitative standpoint. 


October 31 and November 4, 1952 


Meetings were held in Mr. Edgar Kaiser’s office on these two dates at which 
time improper utilization of manpower from a penalty standpoint was discussed. 
November 24, 1952 

Mr. Whitcomb, chairman of the AMC labor utilization survey team explained 
to a large group of KMC and AF personnel the method of operation that they 


intended to pursue in conducting their labor utilization survey which had been 
requested to be made by General Bradley. 
November 26, 1952 

A meeting was held in Mr. Hallett’s office, at which time Captain Chance, 
the local contracting officer, requested the following action be taken by the 
contractor- 

(a) Kaiser Manufacturing is to submit a report covering the subject: 
What has been done to reduce apparent idle time? 

(b) Establish, in the chart of accounts, an idle-time account. 

(c) The report and the establishment of an idle-time account should be 
accomplished by the end of next week; otherwise, Captain Chance stated 
that he would withhold processing of vouchers. 

December 2, 1952 

At a meeting attended by Lieutenant Colonel Ulrey and Captain Chance, the 
contractor was requested to present a letter indicating progress made to date to 
relieve the idle-time situation, their plan to correct the situation and establishment 
of an idle-time account. Contractor was given until the 12th of December to 
reply or vouchers would be held up for payment. As of December 12, 1952, 
Captain Chance withheld $696,840.75 from payment by holding 2 vouchers. 


TOTAL NUMBER OF EMPLOYEES 


Employment information 
AIRCRAFT 











Plant ! Office 4 Total 
Month —_—_—_,.-————_|_--—_———_--—_—- —-—— 
Male Female Male © | Female a Male Female 

ses rp aa reNy merges ere 
Jan. 1, 1952_..- 2,774 | 122 | 503 | 221 | 2, 896 | 343 
July 1, 1952 | 3, 679 | 151 | 863 | 392 | 4, 542 | 543 
Aug. 1, 1952.......- 4, 397 161 1, 002 413 | 5, 399 574 
Sept. 1, 1952. ... ntnoeel 4, 469 177 1, 134 | 463 | 5, 603 640 
de BEG Ls bcowanwve=obuned | 4, 547 632 | 1, 259 497 5, 806 | 1, 129 
Nov. i, 1952. baba 4,346 | 662 1, 358 | 541 5, 704 1, 203 
Current Dee. 1, 1952-......-- 4, 033 | 635 1,315 501 5, 348 | 1, 136 





See footnotes at end of table, p. 214. 
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TOTAL NUMBER OF EMPLOYEES—continued 


Employment information—Continued 


AUTO-AIRCRAFT SERVICES (ALLOCABLE) 


j j 
| | 
| 
| 





Plant 3 Office 4 Total 
Month Cth reper ener ttre meena ocean 
Male | Female Male Female | Male Female 
| 

Jan. 1, 1952 3, 285 | 224 1, 390 511 | 4, 675 735 
July 1, 1952 3,770 | 245 | 1, 743 720 5, 513 965 
Augu. 1, 1952 3, 703 | 240 | 1, 764 | 681 | 5, 467 921 
Sept. 1, 1952 3, 647 | 241 | 1, 753 | 685 5, 400 | 926 
Oct. 1, 1952 3, 747 | 273 | 1, 769 | 727 5, 516 | 1, 000 
Nov. 1, 1952 3, 806 300 1, 809 751 5, 615 | 1, 051 
Dee. 1, 1952 3, 680 208 1 


, 817 781 5, 497 1,079 


! Includes hourly employees in aircraft departments. Does not include allocable. 

? Includes exempt, nonexempt, and foremen. Does not include allocable 

Includes hourly employees in Auto-Aircraft Services—allocable departments but does not include 
finance or executive departments. 

‘ Includes exempt, nonexempt, and foremen. 


EMPLOYEE BREAKDOWN BY SHIFTS 


Manufacturing as of Nov. 24, 1952 ' 


’ 








: pai 
Shift Time Male | Female Direct | Indirect Total 

al jee ae oT ee hae a 

Ist shift_........] From 11 p. m. to 7:30 a, m_........ a ee 48 75 123 

96 Gis. ..... From 7 a. m. to 3:30 p. m (*) | (2) 1, 800 1, 255 2, 055 

36 Gh... .ncou< | From 4:15 p. m, to 12:45 a, m...... | 1) () 1, 517 755 2, 202 

2, 105 5, 470 





1 Aircraft manufacturing departments only. 
? Information not available. 582 females hired between Sept. 17, 1952 and Oct. 22, 1952. Majority are 
working on second and third shift. 


DIRECT AND INDIRECT AIRCRAFT WORKERS 


Information furnished regarding direct and indirect employees has been most 
confusing to the survey team. 


Exursit (A).—Direct and indirect workers as of November 24, 1952 





Number | Percent 











ON iis cst astiebinstdoniy knees pene Shee : os 3, 365 | 29.0 
Plant indirect atlas ani aedeceliitainigaidi: seahieieai esi ---| 854 7.4 
Other indirect. _- . ; tae 7, 368 63. 6 
TARE cncgiattienaniegiinsmenienneuiietannlbvastaliiien | 11,587 | 100.0 
Exursit (B).—Direct and indirect aircraft workers as of Nov. 25, 1952 
Number Percent 
IG lt nse ckbehebdawrthiovcnncontagh pthowkssieressnstcdghapeenestnbbennt 3, 800 3.4 
Plant indirect... -.-. kde stdilanconsewnelnnan AS RSS Sa i 862 6.9 
Se He itesttiesissinncmeriniinn = enpciitiintlitencamndaiioceen iteciinitifgitsinin pase saccicchaniliapainiaiaditiinddia lalla 7, 826 62.7 
NE inewicéinedodédcurcinc«gtnes nang onieeignssedanbeetacae ae 12, 488 100.0 
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The visual comparison of the above exhibits (A) and (B) clearly indicates a 
sample of the thorough confusion existing at Kaiser-Frazer Corp. as to the 
number and percentage of direct, indirect, and allocable employees, therefore, it 
can be frankly stated that currently the contractor does not know the correct 
number of people falling in these categories which should be charged to the 
aircraft contract. 


Exurisit (C).—Aircraft direct manpower breakdown on roll by shift—Week ending 
November 25, 1952 








7 _ ll p. m, 7 a. m. 4:15 p. m. 
Direct workers on roll to 7 4. m. to 3°30 p. m. | to 12:45 a. m. 
shift 1 shift 2 shift 3 

wea n~enaiilidimeiiae ait SS esiaibeaal ition 
Division 200 (machine and fab) . .. siniowinis stieaaeedl 53 | 441 | 432 
Division 210 (sub and major assembly) niet hentia | 969 | 635 
Division 220 (final assembly) ....... 51 | 567 | 539 
Division 231 (flight test) . - | 59 | 54 
Total direct workers all shifts... - ‘ ; 104 2, 036 1, 660 

: : - 2 | 
Division 200........... dy: ai Seamed ; ali 926 
Division 210... . ‘ - aii 1, 604 
Division 220........ . . 1, 157 
Division 231. ............. ‘ seid ‘ 113 
Grand total, direct.......... alain eaten . 3, 800 


Examination of exhibits (A), (B), and (C) and chart on page 13 further confirms 
the contractor’s current confusion. He is totally unable to breakdown his male 
and female employees and the figures again do not agree. 

Much of the survey team’s time was consumed endeavoring to correlate factual 
data on the above figures with AMPR reports, however the efforts were 
unsuccessful. 

Time did not permit the survey team to evaluate the excessive idle time, 
which obviously exists, among clerical and white-collar workers at Kaiser Manu- 
facturing Corp. It is apparent that excessive idle time among these types of 
worker may prove to be of an even greater magnitude than that of production 
employees. It is therefore suggested that a further study on indirect and allocable 
workers be made at a later date. 


WORK WEEK 
Five days per week, 40-hour week. 
First shift, 11 p. m. to 7:30 a. m.; second shift, 7 a. m. to 3:30 p. m.; third shift, 


4:15 p. m. to 12:45 a. m. 
HOURS WORKED 


Manufacturing division only 





Ist shift 2d shift | 3d shift 











1952 Aver- Aver- | Aver- 

* Hours | Days age Hours | Days age Hours | Days age 

per per hours per per hours per | per | hours 

day week per day week per day week per 

week week | | week 

| 
| | | j | | 
DER.. cocccvdshiakastievanila 8| 6&6 | 40 5 5 | 40 ~ 5 40 
BAD, occ din italy theta O124- i @ | s 5 40 ~ 5 40 
September }........--.----- 8| 5.17| 41.4 8| 5.12) 41 8| 5.16 41.3 
GEE Sin cae tektaoscokess s 5.05 40.4 | x 5.04 40.3 | 8} 5.05 | 40.4 
| | ' 





1 Reasons for overtime (September and October): (1) Outer wing repair and rework; (2) priority shortages 
affecting subassembly and final; (3) tooling rework and coordination 
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PERSONNEL 


The following 
facturing Corp., 


Key supervision 
Engineering- 


Production planning_- 
Tooling and maintenance 
Quality control__-__ 


Production 


Name 


R. B. Fialho 
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WITH PREVIOUS AIRCRAFT EXPERIENCE 


ages contain listings of some of the personnel of Kaiser Manu- 
illow Run, Mich., with previous aircraft experience. 


Total people with previous aircraft experience 


Key supervision 


Experience 


scheduling. 
San Diego plant 
Fort Worth plant 


| Texas Engineering and Manufactur- 


8. H. Hailey. 


W. G. Hoskinson 


ing Co. 


| 
| Consolidated Vultee, estimating and | 


| 


North American Aviation, Inc., sched- 


uling and change control. 

Wright Aeronautical Corp., produc- 
tion engineering and industrial 
methods. 

United States marine aviation, train- 
ing, mechanics course, crew chief, 
flight instructions. 

Ryan Mahoney Aircraft, final assem- 
bly and flight mechanic. 

Alliance Aircraft Corp., superinten- 
dent, final assembly and flight. 


| TWA Airlines, chief inspector, co- 


pilot and crew chief. 


3% years_- 


1 





| Lockheed Aircraft Corp., foreign rep- | 


R. H. Isbrandt 
R. N. Karch 


resentative, director of 
control. 
Firestone Aircraft, vice president and 
genera! manager. 
USAF: 
Aircraft maintenance 
Crew chief... . Sid 
Boeifig, assistant chief inspector 
Martin (Omaha), chief inspector 
cae district. chief, quality con- 
tro 


quality 


| National inspector -. _.-- 
Ford Motor Co. (B-24), general super- | 


B. M. Laney 


W. Malinowski 


8. F. Patyrak 
T. F. Riddle 


H. F. Vincent 


| Lieutenant 


Aircraft 


R. Waetjen--.__- 


©. Wronski 


intendent, all assembly and 
flight. 
Consolidated-Vultee, 
gineer. 
U. 8. Navy, Bureau of Aeronautics 


pre- 


| Chase Aircraft Co., Inc 


Fairchild Aircraft, assistant plant 
manager. 
Luscombe Airplane Corp., factory 
manager. 


Texas Engineering and Manufactur- 
ing Co. (aircraft sheetmetal plant), 
superintendent. 

North American Aviation Co., super- 
intendent. 

Northrup Aviation Co_- 


| Commercial pilot (instrument, and 


multiengine ratings). 

colonel, Air National 
Guard. 

Lieutenant Colonel, USAF 

A. and E. mechanic ; 

design, tooling, 
struction. 

Chrysler Corp - -.. 


Lockheed Aircraft Corp 


industrial en- | 


and con- | 


Time Present title 
..| Manager, estimating and 
| scheduling. 
--| 1 year... 
do | 
| 3 years____| 
| = on 


Chief production engineer. 





4 years._..| General superintendent of 
flight operations. 
1 year__..- | 
giles 
9 years __ 
enceitsaad 
8 years___.| Chief engineer, aircraft. 
| 
1 year_....| Chief inspector, aircraft. 
8 years.____| Aircraft. 
12 years___| 
2 years._..| 





544 years -. 


| 3 years 





| 2 months_.| 


444 years_.| Works manager. 


1 year_....| Supervisor, industrial en- 
| gineering. — 
4 years Contracts administrator. 


Plant manager, aircraft. 
10 months 


9 months 


24% years 
| 
| 


8 years... 

1 year__-. 

20 years...| General superintendent 
fabrication and machin- 
ing. 

4 years ___. 

4 years._..| 

18 years___| 

4 years. ... 

| 344 years..| Project engineer, industrial 
| _ engineering. ; 

3 years__.._| Supervisor, administrative 
methods. 
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The following is a list of jobs by department with the experience in years of 
the incumbent on those jobs. The names of the incumbents while not contained 
in the report are on file in the offices of the Industrial Manpower Branch, Head- 
quarters, AMC. 


Present title 


Engineering (department 411): Time (years) 
Chief engineer, aircraft------------ ei acnnset ianneins> 8 
Staff assistant to chief engineer____- a rein £ ate, 7 
Project supervisor, technical group- mee cena innnce > Be 
Supervisor, engineering, M. R. B : ane z5 9 
Project supervisor, engineering wah i ‘ 15 
Supervisor, engineering, electrical eithiesiem 2 1 
Project supervisor - - - - - - si . i 
Project supervisor - - =e 12 
Project supervisor - - - - -- ian 7 4 
Project supervisor - _-- ~~ ons a 3 
gy eee . 5 
Assistant supervisor » 5 
Project. supervisor _ - _------ 12 
Ot; SD) SE ett wna iatan> ameeinn neout 1 
Assistant supervisor shade chat f ented 5 
Assistant supervisor 2 
Supervisor- - 4 retqenbin oth ‘ ‘ 3 
Assistant supervisor ‘ : 4 
Assistant supervisor-___- ad 5 
Assistant supervisor____--- . pepsin 5 
Assistant supervisor_---_--- 3 
Subcontract coordinator 1 
Assistant supervisor, M. R. B 2 
Assistant supervisor- 1 

Engineering total, 24 people. 
Production planning: 
Department 341: 
Assistant general planning superintendent z 5 
General supervisor, planning . ; 4 
Supervisor, subcontracts __ 5 
Assistant supervisor, subcontracts nn 1% 
Supervisor, followup - - nanan ! 
Assistant supervisor, followup . 2 
Assistant supervisor, expediting 1 
Assistant supervisor, followup 5 
Assistant supervisor, CMP_ 2% 
Assistant supervisor, GFAE ; 5 
Supervisor, office - _- ~~~ - - y 2 
Supervisor, scheduling ---_-- : 1% 
Supervisor, specification and scheduling . ’ at 2% 
Assistant supervisor, specifications _ assent 1 
Assistant supervisor, scheduling - - - on 2% 
Assistant supervisor, scheduling - - ne c 4% 
Staff assistant, aircraft a naiaals. 4% 
Assistant gene ral superintende nt (department 281) parma oh 4 
Superintendent. _- - - - whens: 3 
Department 281: 
Superintendent --_- -- 2 : 7 
I es ve weet 4 
Assistant superintendent ‘ { 
Assistant superintendent eee 
Assistant superintendent _. - a a 
Assistant superintendent 3 
Assistant superintendent _ - os ss ‘ i 2 
Assistant superintendent “ 1 
Assistant superintendent , “e 2 
Assistant superintendent . , f 


Assistant superintendent 
General foreman 
General foreman___---- 


' 
' 
' 
' 
' 
~~ & & CO 
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Present title 
Production planning—Continued 


General foreman 
EEE PE LE EEN LEER OE RINE: 5 rN, 
General foreman_-________-_- 
General foreman 
General foreman 
General foreman 
General foreman 
Generel Gemenn...= «2-2 225330 ae ee re 
General foreman -____- 
General foreman ____- 
General foreman___- 

PUN 6 ci cc cacc cc rccceeeicestnesinecucge ss fee 
a eae 
POOOUNOM = = nin = sane s seta ceee St iccc ccc a e I 
Poms: = -=s:.--..-- 
Foreman. -_-_-__-_- 
a eee ee ee ee ee 
Foreman. ___-_- : 
Foreman __ -_-_-_- wz 
Foreman. ___- sacks 
Foreman _ - ; 
FOCOMOR = = hc t45%6~ 

Foreman 
Foreman -_ _- 
WOROMIOM =~ fhm 2 ooo SS a ees eR ESt bbc do eee 
NN en na a ge ge De Rn 
a ee eee 
Foreman -_ _- 
Foreman - 
Foreman 
Foreman 
Foreman __ _ _- 

Foreman ___._-- 
POPOMMOR } s cetecacs ks obese ee ee 
Foreman-..-_...-.---_- 
Foreman __ 
Foreman 
Foreman 
Foreman 
Foreman 
Foreman 
Foreman 
Foreman 
Foreman 
Foreman 
Foreman 
Foreman 


POROMORS bic occur catwekeonaciascccca beens ee 
POCOORs «icc neck wccdccccctiers. eee eee ge 
POPOUR so «6 oa bnac cas ncekesteescotaeelee oe 
FOPTOMAR.. bu ceicce nadact acne ciwicn dies eae. 
Foremem . 54 ¢Ss cen ncasteseecece sche gel cacee cee nee. 
PORN a Cinutb<naenne 
FOQOSNOR . 4 sew suede. vtec anes coldeenee eee 
Pose, ieee. cues 
ORice -eupervieet .. cin wedccncicks icici ATE ae 
Oice cuperwieetsnccewscitinescscccnvctvusdsl es 


Department 281—Continued Time (years) 
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— 


Present title 
Production planning—Continued 
Department 281—Continued Time (years) 
da an ck Clg hadi arabes dacs & o> obo. 05 6 es 0-0 oe Gia = tome 4 
ET Vics ccdenenonesotsnaatusocdenenkoGca daha 4 
Supervisor 
Supervisor 4 
PIs tatitnn a: cls tine ec cote a ak ete cic 6p x ef wita eae we arom pha ] 
SNE Soin sith 0p drat coor eed ao as ae ew ch ed a aemebtiniae At 4 
Supervisor 4 
-roduction planning, total 103 people. 
Tooling and maintenance: 
Department 311: 
Project engineer supervisor (C-119 final assembly) ___- 3% 


Supervisor (C—119 operation sheet control) ---........---.-- 6% 
AGmMInistrative COOFUMAtOF = = ol. aetal 4 
ee Clee aw enebidess ccna nl’ 6 
Supervisor, plant engineering___...........--- onan oe OE 
Supervisor- ---.--- Sakae Rena eSa aco me on ivdccommea . 
I I Sia ocean eembeeied 3% 
Assistant supervisor, tool control. ...................-..... 3 
INS Cos ko cot cao ccaeneesonccccuuneaws 5 
DT i) cial auc. osaanaacabeoscoh aascuinads 4 
rr ee co ce ecu noae kacmuennchbnunwdh 8 
eee cc cc dbadwacndoscsuesemqpeaial’ 3 
tt Sn orl s casacecadtauecocsconcce cmmanadé 1M 
Peron, toe: Gomtrol. «oo lt aa ym aA OR 4 
RTI, IE UMNO, cn ccc ec con coke ceca’ eilaieel + 7 
ee en. cca ncabece connuncqace<cunnuued 3% 
ee NE ona cenutawecceenee De ina ae 2 
n,n, occas woe wsecacdenmensen ccestts 3% 
Neen nn en a ecuim nro icujanpieneht “ie 
ee eee Seca ou ccebecatkueseeccrscuenneenes 4 
Neen TTT Te enn ee eatinacanounee wennmeaalll 3 
en gn. Caen ncneneemconccemn dani 10 
ee ce Cae ce nw aaenumowesmenmaied 6 
ee no coomdnwoneccccamwunnds 5 
Assistant chief tool and die engineer. __............-.._..-- 9 
I ated eil na a ales ain dsl berdiauer ts ota oo a ccenammaiese 5 
Assistant coordinator of Government-owned facilities... _.- 4 
ee a uaa aieels 5 
Ree ce ee ee OUT. St ec nn cw nenns 3 
TOE, EES MEINE GS co, cicc nc onccccbus chaquamene 5 
ee, Se I oe cl oa ccosccmescqumadedt 4 
ee oe caosanaommogneeathet 5 
Cs ee en cn coca nccocmenmaned 644 
Assistant, chief, tool and die engineer__.............-..-.-- 2% 
Assistant chief, tool and die engineer_._............-.....-- 7'%o 
ORT INe, TeeEOOs ONEIOONO ee ns. cle ccc enon emmnaned 19 
Department 312: 

Deltas ccuckoewadacet wen dina d aco undedamsennet 4 
es Gee ae a ei aletena wae wapmucsaberamntt 4 
ee a or) wees ahaa dn ww ooeseiemaedt 4 
DD 2.64 5 Saas spaedeaeheeawse cednd none caged 3% 
She. oo tages dada ew ao ow cnieett 5 
so oe sds es greiner alt plea ca axe? ed Rip enn @ wie > whined ] 
LS od cr Cle <a alata, cugnceicin piel clea gn on ch'ow ts @ «tegen nie Herne “2 é 
Dit +o a shikdatine dwadea neo skid aaw és cnpmietininndianel 4% 
ne caidere wa oe aateubbemienat 12% 
hs ade, FM a. aie aes citi ceeihve toni os ack ae Oreo we alee 4 
I 0s sider: rc atcetberesicig oad org epee aes amemetanel a 3 
ae Lf iar SR lel tt Sain ie et Ae op heat) AOE WR 4 
a ic sti cnn co alidieti mew heim tiesto dalwnw es oO edie 4% 
tt, PNG ke dun cncanendcnumeccs ooadheee 4 

Ee he oo oe mma nmemuaiee dame oe ae meet 2 
(jo. ¢ sta aivdedhiktianienenesaanasnsiaaemanabnaminnd> 3M 
tiie tenn Gibakiennnmnnahadhudedakedbwtintawd 4 
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Present title 
Tooling and maintenance—Continued 
Department 312—Continued Time (year#) : To 
eS ee cat ee eangilaedneetiain mo ashen eee 2 
ES cms = *— <= <8 So TEeS et alot esses 3525 se eae 3 
enn oes s ~ oan k > Pee eee oreo k = 3 2a See eee 3 
DE 22 > om - 8 ee rests SESS soos Saas YS eee eee 11 
Pe Soot oe eee BSS ESSEC CLS caske ss bose Ree 
SN eo le SO aie Be eae re ee. on oe ee nice 
ar rn - +. +252 ¢2 F65C Geteanceneless cc lananeele 
I CRI Se hes ey foo eo me eS ee ee a 
NN, oe, OOO, Sale ahs eat ila = wx ees ami aiais 
Sa I a ss ht ened me eciedcnlio sepa  gee eae eee 
ee a ct ai a he 
Ns SNe ea 
NY her Secret =~. > 38" PO larry Sane caine nian an ama 
ne ne a ee el eee ies 
I ne en mo ee a eee 
nee ee Se a a Ee ane hm Bin and an tl Lena 
NNN 5 es tebe: Bem aS SS haa a ee 
IR i a a eee 
aan =~ = 222: ya Gr nwed aadieatnate adie ae anal 
so 9.7 Sy Ft en ee ee ee 5 
I <i a a ee ee a a ieee 4 
nn nN ne a eae 4 
2 
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Pore -=sc252 SS eo lend ca iek aun cee Cae 
Foreman = == 222:22: Bee ae ai ian nin niki nei aeee ee 
Pere = so 52222725 beter teal eon moe FRR AN 0 tI MR ole 3% 
a INN cs 2 = ae on nn te ee a ee 2 
Foreman -_ _ ___- <3eSSe 5552582 525> oa ee 1 
Foreman ek © oo a oe oe Oe ee ee 2 
General foreman ep ea genie sie et Le MORES. 9 a ae 
Foreman <ez2esz oe OR ne a ee Soon 3 
Foreman “a ae CS mal ee 2 Qual 
Penn = = Sec Fe Se ee er ae a 3 
Foreman _____-__- E ek = Se a A ee eae 3 
Foreman - . nae w + +e Os re ae 3 
Foreman ex a Be A rt os = 5 AR ee eae 4% 
Foreman _______- eee cae ae ee oe 2% 
rn 8 =e cane 
Foreman * See ne cere a ian ince g fe 
General foreman __ os ee es ee Se 
Foreman a ei aes Oconee se thi = Ng cee tint fe 5 nem gS 
Foreman _ - Big eee ee = 6 ne ee ee ee 
Foreman. _____-_- Sot iA bees Se en oe ee a 
I 0 a na a ae 
eS S855 SoS ie ie eee ore ae 
NN EONS SS oR ee os ee aed oe cl a cach 
Im in ne ei ae ek ee ee 
NT icra alate nan, pipes tice, ecole 
rs ee ae 
Fee ee ee ee eee ee ne Oe ee ae 
TE ee een ee ee eee eat ae ae ele 
ES? 2232531 35 35556 tet. lobe os eee eee 
DNS oe seth 55 St Setss St Stee sto oe os ee el 
2? Ss: eee oo se < eke: +75 aoe SS ae ck ane eeecele 
SUNN 32 oS 25 go & See ee ao = ESN 6 ee Oe <a eee 
See Seem: s -2<t« ches: ose mce sees 8) oe eK ae 
enn. 8 oo ee > - Ce < = & 0 ee eee ne ae 
Foreman -_____- Deda pele An me yy ay RS a abaya ser 
Department 314: 
ie ingore 22> ~ — ss: > Hae 9 - Sew So en a ee ss ae 
NONI OF B= 0S tm Oa a 0 a oo a ee 
nnn 22 €2 << = 5225896582 5o eon cc ial 
Ph £2 ter = — — <= A ee oS ae tee 
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Department 288: 
Industrial engineer 
ask nn didn ogiinn wae «< 
Supervisor, industrial engineering, aircraft _ 
na cc Ga anne atmo 
Industrial engineer_..........._._- 
alle i ae al a ce RI 
bg OS Eee pape ented 

Tooling and maintenance total, 145 people. 


Quality control: 


Department 331: 
Chief inspector, aircraft 
General foreman, layout 
Foreman, layout 
Foreman, layout 
Foreman, layout 
Neen Ten nT nnn ne ee eam buwe 
mate ob 
ee a oad 
TTT ee eee eee e eeah aon 
So Co ee ; ; 
I ne Rs a de a wae 
ed ee ne ww eer eiinn os enapdomaneaetn 
a ea mavens me 
Sigel leas sonore “aebutadeny oe Ger dha ss ieenaricats 
i Genin te Geir, lends, a Bits Seiler ds tachi uti achat dies ait accamemendanitnas 
General foreman____.__--- ie tists eeenaihenen aad aadiiaia ion 
Foreman - 
8 an ap pelt on a pa ee aT aaa aise: td 
DE CL. 0. .scugen cencescaceses aa 
I er ee ae a wees gh tien o a eaanaenonds 
DL ai «= caine <aieen no i een a come 
ee 
es. co. eo 


rc ee ee re ee ee eee ree 
re oe ak ie an ee amine damn an 
EE Came oe oath <n tr ool intea daneeniiainenn oer eee erences 
Assistant superintendent... --.-...---....--- 
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Present title 
Tooling and maintenance—Continued 

Department 314—Continued Time (years) 
ae a 3 
a a a 2% 
eel 34 
i a 4 
lt RE re RR nee 4 
I a 9 

Department 282: 
erty, CURIE, UOT OOOO nn. on em rrr % 
es ea a i i a. on dh et caine eneamenll 3 
TE a ee i a an a aes ee reuse ene 2%s 
Ne i ee ee 4 
as hk ne nl do caine as ci header ceed 314 
ei ae iaRpataRetmeeti A ies nate ene lines ai aang. le 
a a ee 3 
eee Re oe ee ea 3% 
Re ec nw 2 wr es ca lv anena email 3 
a i Sak SOLE Ss so da tx so goer eee aieianeeaieenee 1% 
Neen enn anna ee ee 1 
tetas ae Tal lig sgn mens ahd oo odo eerie ator enc epee 1% 
a at ain Race te cen cic enced inigecadee' =r «= aeegpepmeinell 3 
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Present title ; 
Quality control—Continued : J 

Department 331—Continued Time (years) Quali 

eg, Ee ES Ce 8 

NN Sore ea edd eddie 34 ; 

co saco Sitti cece cotinine. ' 

en i edd ied ouididad tite eee 5 

POU 5 cd Swe SSscieccwerrersupecncaste ee Aaa 10 

Dernent. - ose oe ewe wee etweinksooewnseg DO, 1 

ST ROUONN . «.5. os Sus wanwcceiwccnsann acne wete Lies 3 

PN See eel ree c obec dese ddan, 10 

ON Sos ri rer eae iititonwernwecunb ee. 7 j 

PN ese ss oii ew aw dewnnwetcowsv ee. 26 : 

Supervisor of metallurgical..................--..-----0 228k 3 ; 

Gepertendent «soccer ccscecsndiwnuuwwn ces 22 

Aasistent euperintendent. .. c6 cosets eS ek 13 

DN Soc ces cc eeeteweseaccutosenetawmnm cus, 34 

RN 5 ooo Secs secs tececcewseeretsdewe TEL. 15 

NN oo ooo sos ei cntecwertedsccitucntorc en, 12 

PS Sos Socios cctcesecousesesreusceune coe 35 

Foreman. - - -- SSS SSSR Ss SOM cma 13 

NNN . oes S ceo ctu secenceccsccccectdttaddee ee 13 

GUNN oss ooo odcc seus wceeeseulesreed teat oe 5 I 

CROMEEN SOUONIN 56556 cs co canddcccdcdcacccacseueaeeeees 9 

PRON Ss ok Seo ceaedabeccccccccccas dente ees 12 

WN 3 oo od oer ae sobs eReeS Cs ss cuca de nvoabeed een 4 

PER. cccccccccasaee Coen sak bone babca chews eae 12 

DN. ooo a eS RSE SASS CSREES aa tad 5 : 

WOE ooo ooo ce ceswescececuteweccsast eed tetas 2 

OE COUN os ic oss erste euuewe seca Zl tie 35 

PON oro Sec ns oe cease Cceeeusccueeesaee eee eee 7 } 

POGUE... ow cn CL cc bcc dcke sso des ceca anes poe ee ewe 11 

CE cnc cabo e cede oS bee taueasswendéeee de eee 4 ; 

Ne ee ee ee er: Ee 4 a 

MR ee See ec fos cede ese dadadege wens ohiee ves 5 

CE TONONMM So ec cc ca ceue eke nese denen uoeeneen 3 ; 

Austen superintendents. oc os cece oeess AL a, 3 

Tn. «soins cobs een ceed eu eer eatsesivubes eben 3 

RS. a Sore Sede Ses eas os 652 ae Lee 1 

RS oe coc cee ehe ee OAS Ea eee CERESEL 2 LEE 5% k D 

CE ne wane ne Ske O Sea ESSE SEMESTER eek 3 

POND. SSS cae c ees e cose ss sb ake b he weeaees 28 

PO: ..co.>ckcbcaseoskcsees du eeeweees dla aich eee 10 

DEE. sooo co cea Soe eS ONES Reese oes ae 1 

NINOG. oo So cco sade See eena cate vedio eee 6 

DEE. . nc loot as chet ace COA REE Raabe eee urea 1 

PO. oo clocks Coe ean sus eeeteesestetsc eee 3% 

ET TOON Soo cores. Scie sues d sce eee eee 6 

Pn MNO soos cose ck Cals Sconce ena ke 5 

paneer, Cuttin hmpeotion. =. 25. 66sec sc cC eC ie cee 5 

Foreman - ----- See SLoco oS oecs cee thee ee ee 2% t 

PL... cote os cneecee cee ses ceeevees cee eee 6% : 

WEN ooo cect ee teases ecccseseebeke leet 9 

eS oo SEE ee Leeks ees eee eee 8%2 

Superintendent, quality control__._._.-...--.<.-...---2-.---. 5 

Assistant superintendent quality control__...........--.---- 2 

Petr, ey CUMNE no ole ee ocknc ccd eee ee eet 2 

Master change control representative. ............-.--.---- 6% ; 

e., i>. caccucoccsadis aewtase noes eee een naam “> } 

ey nee Cn lS cec cm hele eae 4% 

ey MN WON oe. Sooo s cic ceccc cee oak ene 5 ' 

IC vee hoes na eee a as Re ais Wii atin ee 10 # 

ny SOOWUR WR Sooo oo ooo: foe cese ak ee enee een 1% : 

nT Sete WN. ohana ccoheebenseusewseunmeneem 

ReneS CRUMONRM sooo Cocco ccc lce uke sc eeepeeeun 


Quality control engineer 
COINS SOUND... cca nice nn sacaaannt nel one aa eoeee 
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Present title 
Quality control—Continued 

Department 331—Continued Time (years) 
ee NO Sa nc ce eee nnccawcecencstsures 4% 
en INN IN ire Si ceuceectinsencncnnccasencsusuuel 5 
COD GIO ois on iccicicckintinicnncssntinnct&iued 2% 
NG. CB eee cchdds ence ncasoseuuued 4 
Bupebeiscr Al ecmameae. < o.oo 5 oie osc se sees 8 
Cee eI NN re rs Se es ence nn tdSGiTes 4 
en eer ee EE ry ere 6% 
Cee ne en nn ec dade sudsoscuss 5 
a ee ee! we ere trey 3 
Supervisor, material review board.............-.---.------. 3 
Beene RON a Bes co cdc Sccccndcn s cls taldscsuay 9 
A od scl Sas sitcnitndiccsin wn  teueMJeseesy Ly 
GORRITED GIS... SSS ik so ced ecco Nsw desesad 5 
Ce CON oe oe 6 rcicntinimncccitta con ctélccmiveouese 4 
I Bis 8 es Fi iiss cctieiccidcnnncenGudum dew 1 
CO FN BS ols ciirieccncins cama neinienbsietasJeriee 4 
ee oS ciiccitwiccimnnis tavummlJecuuad 10 
NL Be BOIS er tatriatntitep nisin wltinbitc anda dtsete’ 2 
OI FANE sic iriwacnmnccectwoncnountticsed 2% 

Department 416: 
Liaison engineer, metallurigical_......................----- 6 
SI OOE BONER OOR i caieini a ecintciinticnicitncnwmnnandeeiseaud 7 
Re cieicteticieaitee i ernritcnlwetaa omnia lLO 7 
I 6 = citric dteeecneineiniie sc conan WOOL 5 
I scenic seine natn ct cn tach Dad 4 
Ce IN Sb Dik en asec scene. ede di id Aarau 5 
Supervisor Madiographies & a6 4 successes soos ce eeed Jesecen 3 
Supervisor metaiusmeeheigii si conc se wc el ce ceees Jesecan 34 

Quality control total, 125 people. 
Production: 

Department 200: 
CGomerel superintendent. ci ceeeewesculoees. ccunseed 20 
Assistant general superintendent__.........--.-.----------- 4 
ee SNE os os a etc le. CueeGulesese -Lucoued 2 
Sets CORON, Fits tei oe cecwwewe sou wcu@isbuvs UIA d 3 
I BO Bib aces cei ceive wamatarn He AIUOES a 1 

Department 201: 
UU, £0) Bas bl oi ries dedoeus sues’ 7 
POONER ks oct cw cebbicaedusq.duseusivetns corwcawed 9 
POON 6 66 doa tenn. Giaunedus .cucucelewiion ciccssed 4 
Peewee Ubi cere eed ce ntuveenlions us ctasoscd 6 
DNS 55 6 686 Sc Fh IE oemewncsconn he aed 1 
PONE. 08 A Jeb re wesesuesecones cians awe 6 
DOORN 2550 be eds EU oC ed. chennai ieewsed 4 
Pout. ids is Ui eue. sr cbdeloves sete Jet eed 4 
UG Gass. Si Jaa Serceewrsews@laens uwoowed 1 
0 14 
Pek 0 We UE so csewe swe wenn dite ih tnaoee 4 
FOUUMNNS iis e Jk A ww sew cceedeata naa aaiiwmed 5 
PON bind 0 DUUS Ec crimaiwasecceowetseieqebeitiel 2% 
POU hon on Webs SUK ce nnn eee euvaaalewiid 3% 
POO kak 6 OU ct cen wiewsecscwrwinwnd iis iald 2% 
POPS is i cba b is JSS NS0E Sh i wow A see ads ed 3 
POM OE DL A cco wcwwwnwawseunwowotwn Heels 1 
IN, oc owtwirenewwiwwdendinwdannt ted suse 1% 
PIC ELA Be ewccccrrwwrwiwd earwese Gi esa dbase’ 6 
ie umwwiitwaniemaamnonwandaawc tsa 3 
IG cru wer wwiiidwiinnniewninnncannndaoemeeass 3%2 
I ic umnunnerntnndwpnntehmrernnall tJsaqobluwivoold 1% 
NE ein cicw dwn wewaweniwewenwmemninwedplalea ete 3% 
OEE irre idwwweeweirewewowenbtiiosbus.guilsinl 3% 
POSING Bob sb cero ce wwewtuwewsyuewcoredceet mee 4% 
PORN itn oc cdevewocstwducwssccossnltQevisse han Deal 3% 


DOO. cndtiowatisdtciccdiccosnecsvnn sna ve eee 2 
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Present title 
Production—Continued 


Department 201—Continued 


ae 
IR scicsiemiaiaieiiniliis 
IIR i aniasmneandiites 
SS SSE 
ee 
0 ee 
ee 


Department 202: 


Superintendent __--.-. 
General foreman.__- 
General foreman ____ 
General foreman_._- 
General foreman _._-.-. 
General foreman_._-_- 
General foreman__-_-_ 
General foreman ._-.. 
SIR, 5 ccicccmninainislintais 
SIR a esciicctinntentnds 
POUUNN oc cinccdos 
ee 
See 
Poveman........... 
ee 
I ccciceiecctccatisininic 
Department 211 (2d shift): 


General foreman electrical—cut and sew._....-..-..-.--.--- 
General foreman machine subassembly ---_-......-....------ 
General foreman welding department. ---_-.-.............-- 


Foreman handmade 


DOGG Onn pnb as nccdncceccdseeiusse nt 


Foreman tubing (mock-up) -. - ..........-.-...-.-0 cc ssuuee 
Foreman miscellaneous subassembly. ............-.-....-- 
Foreman miscellaneous subassembly - -.--......---.--.--.-- 
Foreman miscellaneous subassembly - --_-...........-.------- 


Foreman welding- -- 
Foreman welding - -- 
Foreman welding- -- 


Foreman machinist, 


SRRNNNOIOUNT . 5 ci sien ss cncdecnadsied 


Foreman miscellaneous, subassembly___-.......-..-..-.-..- 
Foreman miscellaneous, subassembly__-_----........-...--.-- 
Foreman miscellaneous, subassembly.._............-..-...-.- 


Foreman electrical... 
Foreman electrical. - 
Foreman electrical. - 


General foreman miscellaneous, subassembly. -..-.........-- 


Foreman cowling- -_- 
Foreman... ........ 


Department 211 (3d shift): 
Bograving department... «206.0066 ssenn cos nksenatWseses 


Tubing department- 


Miscellaneous subassembly . . . ..............-..---swsseses 


Heater assembly._-_-_ 


eat ducts Metendomte. . on oe oo Sheen ccccssstcnsndnces’ 
OR SMRUITS ois 5. pe rcccnicnacesscassatudednsmluese i 


Tubing and cut and 
Electrical soldering - 


Wire cutting-- ~~~ -- 
Harness boards. __-_- - 


GOW. wc ccc www ec wen ccc coco ese htiUesed 


Biectrical department... . . ......ecsececcncceessqcsminesed 


Spot welding _---__- 


Suen Ont welding... ...g acecacscdsecescecsscsssismesed 


Rivet school__._-.-- 


Rework and salvage 
Rework and salvage 


Time (years) 
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3% 
3% 
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s 
Present title 
Production—Continued 
Department 212 (2d shift): Time (years) 
ears) SU OORIIORS CORO. nen citisite Sab ieCeekedkeeudlcacuen. - 3% 
General foreman nose section... .........-..--...2- 2.2 ue 5 
General foreman ROGREOS. .....ncccddodncweosecdsdésieucawccdl 4 
6 General foreman side panels. --__......-........-... wm Fg 
U General foreman tops and auxiliary floors._................- 3 
General foreman nose section. .............-...2 eee ee 3% 
General foreman top and bottom subassembly __.- iéavend 3 
General foreman fuse bottoms.............._.. 4 
Foreman forward quarter panels_..._._..._- 5 
Foreman top and bottom subassembly ane 2 
Foreman top subassembly __........- pisean asd sual. Uweuwed 4 
Foreman fuse side panel structure. ...............-..--...- 3 
Foreman side panel clean up.............---..- eit § 
FORSIIOO SONENE NOGGEO. .. ....nncon edi wanes Uckibineds ccoRcidl 5 
Foreman forward nacelle ak elaine nih taste ts tS 4 
ca cmnuihieiltnitanenines oetawenn 3% 
3 BE FORInotntinciomenmanoanen Celis Wit pe - € 
Foreman panel nose section_._- ~~~. fannie sno ckaekuul 3 
6 Foreman nosemating---- ~~... --- neucanas. on ' pauwee 19(2¥ 
ee nollie L. 2 
4 Foreman auxiliary floor mating............._- sxalskeosuv 3% 
a a Suelecouos 2 
a we »SEEKKLEE 2 
a cena iitensiehhtabahan neal, % 
Production foreman__----- soleulsiaty Gusceuk 2 
9 Department 212 (3d shift): 
OS ee nanan Dial Lead 2 
§ General foreman nose section...................s«issceuel 3 
4 Foreman nose section - _ ~~ -- iin eieidal aia sows cain ] 
4 IN i endian cssaneiansnielin-atstshivamanie itd ikea 3 
TCT OTRO TER otecninrneencenan anitnere ABBE As 3% 
4 Foreman nose section pick-up................-----LssL..-- 5 
4 EL ea ~Gassuook 3 
General foreman top and bottom subassembly .............-- u% 
Foreman rear bottom structure___- ee ee inde eisneis B 5 
4 Foreman nacelle mating..........-- etnaniloties vo sthbtlushisl 2 
Sk eee seas hatininepniicttiasaveiea MM bb tase 1 
5 Foreman fore and aft floors.__..__~ ieitiiidiindaaiainiien nas aglhll ‘hit 2 
’ Foreman top subassembly ...........--- ie 3 
General foreman fuse side panel. __-._-.-- ean 12% 
Department 213 (2d shift): 
General foreman CW building.................... usu 2 
General foreman CW repair_.......--- Te Te 5 
Foreman box half mating...........-- liseitpaiiines alae 3 
General foreman center wing subassembly. ............... 5 
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Present title 
Production—Continued 





ated Department 220—Continued Time (years) 
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Present title 
Production—Continued 

Department 220—Continued Time (years) 
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Total production 325 people. 
Administrative (department 291): 
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Total administrative, 13 people. 
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RESPONSIBILITY AND AUTHORITY 


Responsibility and authority affecting important matters relative to aircraft 
is under the personal direction of Edgar F. Kaiser, who is president of both Kaiser 
Manufacturing Corp. and Kaiser-Frazer Corp. The Kaiser Manufacturing Corp. 
is a wholly owned subsidiary of Kaiser-Frazer Corp. and is a corporate entity 
created in order to aid cost control and other matters dealing with aircraft pro- 
duction. The Kaiser Manufacturing Corp. have redelegated ali manufacturing 
responsibilities to Kaiser-Frazer Corp. Except for miner differences in the board 
of directors the officers of the Kaiser Manufacturing Corp. also hold the same 
relative position in the Kaiser-Frazer Corp., therefore, for purposes of production 
analysis contained in this report, responsibilities of the Kaiser-Frazer and Kaiser 
Manufacturing Corp. are considered identical. Since all production employees 
are on the payroll of Kaiser-Frazer Corp. all future reference in this survey will 
be made to Kaiser-Frazer rather than Kaiser Manufacturing Corp. 

Line responsibilities, on policies, are established and coordinated by the general 
manager with various department heads. The survey team points out that the 
aircraft organizational chart furnished the survey team on its arrival to Willow 
Run, does not reflect a director of industrial relations for the aircraft division. 
The director of industrial relations serves in a dual capacity at Willow Run, 
administrating both aircraft and commercial functions. 

Obviously final decisions by supervisory personnel, are dependent on the 
scope of the individual’s qualifications. It is believed that a substantial portion 
of the supervisory personnel do not possess the background and knowledge 
required by their position. As a result of the existent condition high echelon 
authority must give freely of their valuable time to implement required actions 
and provide needed answers. Some relief from this condition is acknowledged. 
(See Personnel with aircraft experience.) 

The aircraft division has plant committees, the most important of which is the 
MCCB (master change control board). Its functions are to coordinate all 
EAI’s and ECP’s with the following departments: planning, tooling and mainte- 
nance, quality control, purchasing, production control, estimating and perform 
such other liaison duties as required. This board has been in operation since 
February 20, 1952. 

There are four other operating committees, namely: the salvage committee 
whose duties it is to review rejected material and ascertain if portions thereof can 
be reclaimed; the shop liaison committee whose duties are to review rejections 
and provide corrective measures; the cleanup committee which makes weekly 
inspections of plant departments; and the recently established foreman screening 
committee inaugurated to review supervisory applicants’ qualifications, 


INDUSTRIAL ENGINEERING 


Work simplification.—There is no active work simplification program. No 
thought or effort is directed toward the establishment of such a program. 

Job simplification —No formal plan of job simplification is utilized by the con- 
tractor. Visual observation does show the use of handicapped workers. 

Job evaluation.—Job evaluation in its strict sense is nonexistent. At no time 
during tho meeting attended by the manpower utilization survey team was there 
any reference of having established basic weights on key jobs to establish workable 
job classifications. Such factors as skill and mental requirements, fatigue, 
repetition, mental and visual demands, responsibility are but a few of the basic 
weights to which referred. 

Questioning management as to whether or not various departments such as 
wage and salary, medical, and safety departments had job description, it was 
not known and only the employment department had job descriptions. 

eure of personnel on specified jobs are not made to determine measure of 
skills. 

Job analysts are not used to periodically review jobs and reflect changes in 
rate in accordance with changes in job overall requirements. 

Time study.—The contractor has some time studies available for aircraft 
operations. There is no concentrated effort being made to procure an actual 
measured work pace. There are not enough actual time studies available to set 
an actual individual work task, a departmental work task or a labor budget. 
Present effort is being expended toward the estimating of standard hours allowed 
by individual operations. Neither estimated hours or actual hours as they per- 
tain to either the single operation or the total task are supplied to production 
personnel. 


ee a ee 
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Man-hours control—Manpower needed was first based upon the learning curve 

other aircraft producing companies. No effort was made to guide this man- 
power utilization by work groups, work centers or departments. 

Later manpower estimates were based upon the cost of producing the first 
planes. There is no valid method used for ascertaining the manpower needed for 
the present schedule. 

If and when time studies or valid estimated time standards are applied to opera- 
tions, by the recently established work centers, realistic manpower needs by 
schedule may be determined. 

Plant layout.—Raw stock transportation is not excessive, in process material 
flow is good, departmental storage space is ample, terminal stock rooms are con- 
veniently located, tool supply rooms are being relocated for better control and 
availability, scale model of aircraft area is excellent. 

Methods improvement.—There is no evidence of any attempts at methods im- 
provements. No individual or department is charged with this responsibility. 
Organized channels for employee participation in methods improvement are 
nonexistent. 

PRODUCTION 


Kaiser-Frazer Corp. has not, up to the present, made use of the benefits which 
may be derived from a wellrounded out and basically sound production program. 

The company has made many promises in the past which have not been 
adhered to, as this survey clearly indicates. 

Until the last 2 or 3 months, little, if any, constructive efforts by the contrac- 
tor to rehabilitate the faulty direct production structure, initiated some 24 months 
past, has been made. 

The original tooling known as the Omaha package was inadequately checked 
preceding its release for production. (The above reference is applicable to C-119 
aircraft production only.) C—123 tooling appears to have received a higher 
degree of attention so; therefore, visually its important aspects are not so clouded. 

Valuable aids for future planning such as: machine and manpower utilization 
records, individual and departmental performance ratings, have been overlooked 
by Kaiser-Frazer Corp. administrative personnel, having the authority to ini- 
tiate the use of such records, which would contribute to better production per- 
formance. The present production control department exerts influence com- 
parable to an order-writing operation. 

Industrial engineering at Willow Run operates for all intents and purposes, as 
an after fact concept of events, instead of influencing, stabilizing, and predicting 
future production. 

Physically, the future picture is bright. Equipment is adequate and in good 
condition. Machine tools are well layed out and material control perceptibly 
operates on a sound basis. 

Kaiser-Frazer Corp. now has on its rolls several capable employees in key 
supervisory positions who have had aircraft experience. Through the combined 
efforts of these men and their thorough explanation of the manner and approach 
which they propose to follow aimed at correcting existent Willow Run conditions. 
Their actions, if followed, should exemplify a resultant exhilarating production 
picture. While there was no admission by this personnel of their acknowledg- 
ment of the overall weak Willow Run production picture, the high tempo of their 
industry clearly indicated that they were fully aware of its existence. 

The survey team, however, regards this excellent procedure picture as another 
promise which will not be met, unless top management gives these men the green 
light on the principles and procedures as outlined. 


1. Tooling for C—119 aircraft 


(a) There is no doubt that tooling on C-119 aircraft is deplorably incomplete- 
It is the opinion of the manpower utilization survey team that this condition is 
primarily caused by improper coordination of correct engineering data. It is very 
obvious that the principal contributing factor in stating that tooling is causing 
excessive manpower waste is that loft lines on this aircraft provided Kaiser- 
Frazer Corp. at the inception of the C-119 tooling program were not correct. 
While efforts have been made to incorporate latest ECP’s and EAI’s much still 
remains undone. 

(6) Corrected engineering design changes, on tooling since February 20, 1952, 
incorporating latest EAI’s total approprimately 3,000 and in addition to these 
changes approximately 201 ECP’s (major changes) have been processed up to 
the date of the report. 
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(c) A spot check at the machines indicate that in a great number of instances 
production equipment on the floor is shut down with signs thereon ‘held for tool- 
ing.” To further emphasize this point a list of (A) priority shortages in 1 superin- 
tendent’s department indicated some 27 tools required to clean up this production 
could not be located to run some small half-dozen of priority parts. It is not 
known whether this is a tool-control problem, whether the tools have been 
fabricated, or whether they were not O. K.’d by inspection for production. 

(d) The master gages effecting this program according to information received 
from top-tooling management, are presently reasonably well coordinated with 
latest EAI and ECP changes. This appears to be the one bright spot in the 
C-119 tooling program at Willow Run. 

(e) In @ meeting attended by top-production management and members of 
the manpower utilization survey team, the subject of templets was thoroughly 
discussed from the time the Air Force purchased the Omaha package up to the 
date of this report. (No minutes of this meeting were taken.) However, it 
was definitely brought out that templets for basic tooling were traced or scribed 
(not using master-loft lines) at a later date stamped without inspection as master 
tooling templets by Kaiser-Frazer Corp. employees. These templets were then 
forwarded to tool vendors and used as master lines to fabricate all types and 
kinds of tooling. It is believed that the evidence above can be documented and 
it is pointed out that all man-hours utilized in the manufacture of tooling, parts, 
subassemblies, major assemblies and up through the production of the end item, 
was a total loss as affecting that part or those portions into which incorrect 
engineering design had been incorporated. 

(f{) As a result, of the above related existent conditions, personnel waits for 
tooling and/or tooling information, machines stand idle, flow of work is not in 
station, schedules are disrupted, tooling is held up for rework, general flow of all 
production phases does not run smoothly, confusion is general, and therefore, 
excessive idle time runs rampant plantwise as a result of incorrect C-119 tooling 


2. Tooling on the C-1283 aircraft 

(a) Tooling on the C-123 aircraft presents a much brighter picture than 
the® C-119. 

(b) Of the indexes 17 through 9 requiring 1,700 families of assembly tooling, 
1,530 units or 90 percent have been built and 460 units or 27 percent have been 
QO. K.’d for tryout as of November 28, 1952. 

(c) Of the detail tool families totaling 12,300 units required 11,500 or 93 percent 
have been built, and 6,500 or 57 percent have been O. K.’d for tryout as of 
November 28, 1952, 

(d) To the manpower utilization survey team, there appears to be greater 
emphasis placed on the C—123 tooling program, perhaps in some instances to the 
detriment of the C-119 tooling program. 

(e) (A) priority shortages on December 4, 1952, totals 48, and ident shortages 
totals 430, indicating that the tooling status, while not complete, is in accordance 
to reasonable production standards moving satisfactorily to the desired position. 

(f) Checks on the floor indicate instances where C-123 tooling is contributing 
to excessive idle time however, in the opinion of the manpower utilization survey 
team it is believed that with diligent and proper tooling administration, C—-123 
tooling, providing present progress is maintained, will contribute much to keeping 
excessive idle time to a minimum. 

Material control.—Material shortage is not a major cause of excess idle time 
among production workers. Inventory control cards display the date and type 
of transaction and the actual balance on hand. There is no record of the allocation 
of material to a specific order, the availability of material for future orders or the 
scrap factor of fabricated parts. Lead time for purchased items is furnished by 
the purchasing departments. Expeditors and outside followup men are under 
supervision of this department. 

Production control.—Production control as such, is nonexistent. There is no 
correlation of schedules between departments within the factory. Orders are 
given to a department at the request of supervision or when a visual check shows 
a department to be out of work. There has been no attempt to group orders of 
like parts. Orders are not placed on an economical run basis. Tool family 
acceptance is not complete before order placement. There is no concept of 
man-hours needed per order, either estimated or actual. 

Time keeping.—Department supervision records worker’s time and allied 
pertinent information on a crew sheet. Timekeepers check crew sheets against 
clock cards and make periodic checks to see that supervision records time correctly. 
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Departmental performance rating.—No formal department rating plan presently 
exists. Some 6 weeks prior to the manpower utilization survey, industrial en- 
gineering commenced rating work realization in production departments. One 
of the above reports dated December 1, 1952 for departments 221 and 223 
discloses 2.26 percent of work realization. The actual hours expended against 
the estimated hours required were utilized in formulating the above percentage 
of work realization. The information contained in this report is not forwarded 
to production supervision, whose figures were used in the above computation for 
future guidance. 

To: Messrs. W. Malinowski, O. E. Fiyalko, 8. Banks. 


Daily manpower and work progress, final assembly division—Departments Nos. 221 
and 223 


| 
Earned Actual 
Department Station No. ‘Cost center| standard hours Percent 








hours | expended | "alization 

Administrative -....-. DR bin diiss hehe oh KS 4404 dees nkidi dete 

a cecietilsats schinceeeedl teniee arcaes 100 55. 14 1, 888 2.92 
aimee satin adicindiian eed 200 

B and E, 110-200050._- 300 |} 12 712 1.16 

Diss. satin ia adeins, 400 8.99 912 -98 

Ih acctniceesianedaihinameniincts 100 49. 36 608 8.10 

a necsagd aLtereemnen 200 8. 67 728 1.19 

Rie pekiib scene de oductein 300 39. 20 200 19. 60 

eel too |} 10-88] 2,020 or 

Final assembly summary.}.....................-.-]--.--....-.. 179. 96 7, 968 2. 26 





Individual performance rating.—Absolutely no evidence of any plan, formal or 
informal, of individual performance rating. 

Labor productivity—Production has been adversely affected by small-lot 
orders, lack of tool control, out-of-station operations, and lack of work-measure- 
ment unit. Records are not available for lost man- or machine-hours due to 
breakdowns, waiting for material, or no work scheduled. 

Unavoidable suspension of work.—Suspension of work caused by machine failure 
is of small consequence. Facilities are in excellent shape and require only normal 
conditioning. Design changes on C-119 and C~-123 aircraft have occurred in no 
greater number than those normally experienced in aircraft production. Work 
stoppage has been caused by engineering changes necessitating rework of tooling; 
however, the greatest factor in this department is attributed to C-119 master 
template tooling as discussed under tooling in this report. 

Inconsistent Air Force inspection has at various times contributed to production 
delays. To illustrate this point, C-119 inspection at Memphis required the 
contractor to replace several skins which structurally were perfect but visually 
their appearance was marred. It is pointed out that inconsistent inspection 
between Willow Run standards and Memphis standards caused Kaiser-Frazer 
Corp. workers to be removed from line production and sent to Memphis to replace 
aircraft skins not meeting Memphis quality standards. 

Plant equipment.—Standard machine tools and related production equipment 
appear to be properly selected for the duties for which they have been selected to 
perform. Tools and facilities provided for benchwork appears to be adequate. 
All handling equipment such as cranes, hoists, dollies, and lift trucks appear to be 
well chosen and adequate. 

Manual labor is not employed where mechnical aid should be used. In the 
transfer of semifinished work from place to place dollies, trucks, pallets, and 
cranes, using required handling devices are employed, the entire system being 
adequate thereby creating no congestion problems. 

As far as can be determined no additional plant equipment either servable or 
nonservable is required in the aireraft division operation except as noted below. 
Additional spar mills and hydrotels would assist materially in performing their 
specific tasks and eliminate out-of-line flow of production items thereby increasing 
manpower utilization. Setup men are provided on all standard machine tools 
requiring this service as provided in the labor contracts. 

k ubcontracting.—Forty percent by weight of the C—119 aircraft is subcontracted. 
Rohr Aircraft located at Chula Vista, Calif., produces the power packs. Empenage 
control surfaces and wing flaps are produced by Gibson Refrigerator located at 
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Greenville, Mich. Struts are produced by Willys-Overland, of Toledo, Ohio. 
Whirlpool, of LaPorte, Ind., is producing the outer wings. Murray Body and 
Chase and others produce the balance of subcontracted items. 

Corrosion of the outer panels caused by a chemical action resulting from a 
cleaning compound used by the vendor has been the only major holdup caused by 
subcontractors. Schedules on repair of these wings indicate that by mid-December 
this condition should be rectified. Although this condition has moved ships in th: 
line out of station, idle time resulting therefrom is of no consideration. 

While the percentage of subcontracting is reasonably balanced, the contractor 
is endeavoring to subcontract additional small items such as special components 
as might be produced on automatic screw machines, etc. 


OVERMANNING OF PLANT IN TERMS OF CURRENT NEEDS 


Failure to apply properly an accurate unit of manpower measurement, has 
resulted in the overmanning of all departments in the aircraft area. Manage- 
ment has employed the total number of man-hours, by department, as set forth 
below in column so labeled; to do a task requiring the number of man-hours 
by department, also as set forth below in column so labeled. 


~¢ fom 


Estimated Estimatea 
standard hours | hours required 
needed to pro- | to produce Air 
Division or department duce Air Force | Force sehedule 

schedule of | of 11 alreraft 
11 aircraft for | for December 
December 1952 1952 


145, 600 
255, 040 
197, 920 

28, 800 





Above hours are based upon a 20-workday month. The above table converted 
from hours to employees reads as follows: 














Number of Number of 
employees employees on 
needed to pro- | payroll to 
pa ites ] : duce Air Force wroduee Air 
Division or department schedule of 11 | — iad 
aircraft for ule of 11 air- 
December | cfaft for De- 
1952 eember 1952 
| 150 | 910 
526 | 1, 594 
144 | 1, 237 
| 8 | 180 
| 








The above figures apply only to direct labor as so interpreted by Kaiser Manu- 
facturing Corp. Standard hours needed per aircraft and employees on payroll 
are management figures over signature. 

Management has allowed a 20-percent contingency factor in their estimated 
standard time. Applying another 50-percent contingency factor to management 
estimated time, the figures show that plantwide there are 2 employees for each 
1 employee needed. Refer to departmental performance rating and excessive 
idle time. 

Kaiser Manufacturing Corp. through the plant manager, explained to the survey 
team the manner in which they intend to.remedy this situation, 


EXCESSIVE IDLE TIME 


Excessive idle time is openly evident. Work pace (tempo) throughout the 
aircraft area is exceedingly slow. In all departments, employees singly or in 
groups, may be seen standing, reclining, talking. See excessive idle time spot 
checks that follow. 

The Air Force resident auditor’s records, Auditor General’s Office, reflect the 
following practice instituted during the time of the manpower utilization survey 
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to keep idle production workers out of production areas. Entire crews, with 
their supervisors, have been sent to training school for subjects in which they 
have previously been certified proficient. The records further show that super- 
vision morale is low as they do not have enough work to keep the employees 
under their jurisdiction gainfully employed. ‘Go count rivets’ is a common 
order to an employee for whom there is no gainful assignment. 


Overmanning of work stations and excessive idle time 

Causes and effects —(a) The overmanning of work stations is caused by a num- 
ber of various reasons. 

(b) The lack of flow of materials being at the correct location at the proper 
time is directly responsible to the lack of schedule changes not being balanced or 
set up in time to anticipate current needs. 

(c) The average labor productivity, individual performance, or department rat- 
ings are not known thereby causing productive confusion. 

(d) Production standards have been established on industry averages therefore 
these averages do not reflect the contractor’s own experience causing lack of pro- 
duction control. 

(e) No work simplification program is in effect, therefore, production as usual 
results. 

(f) Manufacturing records are being improved however, many have not yet 
had sufficient time to prove their actual worth productionwise. 

(g) Tooling has not been reworked to latest changes in many instances and 
employees come to work to perform their tasks on equipment not ready to pro- 
duce. No apparent effort to utilize this idle time on other tasks is made. 

(h) Absenteeism disrupts the flow of work by running as high as 10 percent, 
thereby holding up the flow of task performed in line production. 

(t) Lack of utilization of a complete training program for supervisors and the 
absence of an orientation program for new workers at Kaiser-Frazer Corp. keeps 
the learning curve of employees at a maximum low. 

(j) Production standard machine loadings by machines have not been made 
contributing to the contractor’s inability to accurately gage the flow of machine 
production. 

(k) There are several instances where the lack of qualified inspection holds up 
the flow of line production and employees sit at machines waiting for the comple- 
tion of this phase of production. 

(1) Incompetent setup men hold production equipment up for longer periods 
than should be required while operators wait to commence work. 

(m) Time study has not established the required standards to produce the 
items thereby causing production management to estimate resulting in the un- 
equal flow of production items. 

(n) Proper screening of supervisory personnel is a factor in this category in 
that unless the employee possesses the qualifications himself to perform the 
task, he cannot in most instances impart this knowledge to those employees for 
which he is responsible. 

Conclusion.—Recently the contractor's manufacturing personnel has realized 
that many of the factors covered herein have caused the conditions reflected and 
therefore, they have taken some corrective measures to rectify these conditions. 
However, much remains to be done. With continued effort and top manage- 
ment support, it is believed that in due time many of these corrective measures 
ean show their effect in better contractor production performance. 


Following are specific spot checks, representing a cross-sectional sampling, of both 
day and night shifts, on a plantwide basis 


Location: Subassembly, H-43 


Date: December 9, 1952 Time: 1615-1700 

Type of observation: Excessive idle time spot check. 

Supporting evidence and/or data: Crew of seven standing and reclining against 
bench and fixture. Talking and smoking. No work performed by anyone in 
group. 

Summary comments: Mixed group, male and female. Total time of observa- 
tion, 45 minutes. roup in same status at end of observation. 
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Location: H-58 

Date: December 8, 1952 Time: 0610-0650 

Type of observation: Excessive idle time spot check. 

Supporting evidence and/or data: Counted 31 employees in this area. Made 8 
counts to determine work tempo. Count of employees not engaged in produc- 
tive work varied from 14 to 19 which shows only approximately 50 percent on 
the job. During observation three employees never moved. Actions varied 
from walking to just standing or sitting. 

Summary comments: Total time of observation, 40 minutes. 





Location: Center Wing Section, K-46 


Date: December 8, 1952 Time: 1735-1800 

Type of observation: Excessive idle time spot check. 

Supporting evidence and/or data: Three groups, each with 2 employees, engaged 
in conversation, no production performance, 

Summary comments: Employees still talking at end of observation. Total time 

of observation 25 minutes, Foreman asked to be of assistance. Observer 

dentified himself and explained presence. 





Location: H-55, C-123 Tool Crib J 


Date: December 8, 1952 Time: 1730-1758 
Type of observation: Excessive idle time spot check. 

Supporting evidence and/or data: One girl stood at crib for the entire period. 
This party talked to everyone who came up for tool in groups of 1 to 4. She 
held them up for 3 to 5 minutes. Considered estimate that 3 hours of time was 
wasted. Job classification could not be obviously determined. 

Summary comments: Total time of observation 28 minutes. 





Location: Subassembly Station H—42 


Date: December 8, 1952 Time: 1832-1850 
Type of observation: Excessive idle time spot check. 

Supporting evidence and/or data: Crew of two idle at fixture. No material in 
fixture for fabrication. Talked to third man who joined them. 

Summary comments: Not working at end of observation. Female employee 
said something to male employee and nodded toward observer as checker left 
location. Total time of observation 18 minutes. This location checked previously. 





Location: H-—43. 

Date: December 4, 1952. Time: 1445-1505 

Type of observation: Excessive idle time spot check. 

Supporting evidence and/or data: During above observation 3 employees stood 
laughing and talking at 1452, 2 more joined them and 1 left. At the end of 
the observation period all 4 were still talking and laughing. Observer was 
close enough to hear when walking by, that all were discussing a wager of some 
type. 

Summary Comments: Total time of observation 20 minutes. 





Location: Subassembly H-49 


Date: December 8, 1952 Time 1805-1830 

Type of observation: Excessive idle time spot check. 

Supporting evidence and/or data: Crew of nine employees around subassembly 
fixture. Three sitting on top of fixture talking, no work at all, 4 of crew work- 
ing, 2 talking to others who come and go, and walking around fixture. 

Summary comments: Total time of observation 25 minutes. Conditions the same 
at the end of the observation. 
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Location: H—42, Inspection Crib 


Date: December 4, 1952 Time: 1420-1445 

Type of observation: Excessive idle time spot check, bench inspection. 

Supporting evidence and/or data: Employee sitting at bench had small piece 
laying before him. Stood outside the inclosure for above time during which 
employee did not move. Employee was looking around with no apparent 
industry. 

Summary comments: Total time of observation 25 minutes. 


Location: Tool storage crib adjacent at aisle leading to Industrial Relations 

office 

Date: December 5, 1952 Time: 1032-1050 

Type of observation: Excessive idle time spot check. 

Supporting evidence and/or data: Group of six employees gathered around desk 
inside caged area. Female employee seated on each end of desk. Talking and 
laughing, no one working. 

Summary comments: Total time of observation 18 minutes. No change in status 
when observer left post. 


Location: Nacelles, H-43 


Date: December 5, 1952. Time: 10:48—-11:29 

Type of observation: Excessive idle time spot check, inspection. 

Supporting evidence and/or dats: Out of approximately 25 employees working in 
&rea, observed all workers on 3 panel fixtures held up for 15 to 22 minutes (end 
of observation) on right and left sides. Each operation used 3 to 5 people; 
9 to 15 people were held up while 1 K—F inspector made his inspection. Talked 
to foreman who said condition was unusual. 

Summary comments: Total time of observation 22 minutes. 


Location: Crib Outside of R. Fiahlo’s Office 


Date: December 5, 1952. Time: 10:10—10:20 

Type of observation: Excessive idle time spot check. 

Supporting evidence and/or data: Four female employees gather around card file, 
smoothing hair, talking, examining contents of purses, one employee occasionally 
scanning cards. 

Summary comments: Observed that three plant protection men are grouped at 
desk at security wall. It would seem that 1 man and at most 2 men would 
suffice for purpose of checking employees. Total time of observation 20 
minutes. 


Location: H-30 and H-29. 


Date: December 5, 1952. Time: 10:28 to 10:45 

Type of observation: Excessive idle time spot check, bench. 

Supporting evidence and/or data: Five employees (one sitting on bench). No 
apparent industry during above time. After 8 minutes 2 left and 3 more joined 
conservation. One left, went over and sat down at idle machine at end of 
observation still talking making no effort to move. 

Summary comments: Total time of observation 17 minutes. 





Location: Subassembly Station H-42—R. H. Fire Wall 110-5005-1-2 AJ 


Date: December 5, 1952. Time: 11:03-11:30 


Type of observation: Excessive idle time spot check. 

Supporting evidence and/or data: Crew of two men at sectional assembly, no 
work at all. Crew of four inspectors talking, performing no work until they 
observed checker at 11:15. Soa of 10 around second-named station, 4 
working at an exceedingly slow pace. 


peer angeers = = 








Sumn 
pur 
met 
by 


L 


Date: 


Type 
Supp 
em 
tha 
wer 
and 
or | 
Sumn 


Date: 
Type 
Supp 
on 
anc 
Sumn 
tim 
ide! 


I ocat 


Date: 
Type 
Supp 
obs 
lau; 
Sto 
Sumn 


Date: 
Type 
Supp 


slo 


Sumn 
ais] 
15) 


Date: 
Type 
Supp 
wel 
wh 
Sumn 


” 


AIRCRAFT PROCUREMENT 237 


Summary comments: Foreman asked if he could be of assistance. Explained 
purpose of check. Foreman explained about inspectors. Foreman explained 
method of obtaining new orders. Preparation for lunch hour started at 11:20 
by everyone. Total time of observation 27 minutes. 





Location: Main Aisle H-29, Opposite Templet Crib Near Power Brakes 


Date: December 5, 1952. Time: 10:10—10:28 

Type of observation: Excessive idle-time spot check. 

Supporting evidence and/or data: During above period observed and counted 363 
employees walking north and south, east and west. While it cannot be assumed 
that this travel was not necessary, it can be assumed that all these employees 
were not at their stations performing the task for which they were employed 
and the leisure tempo indicated no hurry. This sort of travel seems to be more 
or less predominant throughout the plant. Positive count some missed. 

Summary comments: Total time of observation 18 minutes. 





Location: Center Wing Section—K-—46 


Date: December 8, 1952. Time: 17:35-18:00 

Type of observation: Execssive idle time spot check. 

Supporting evidence and/or data: group of 6 around subassembly fixture. Two 
on floor at end of platform talking, 2 on platform in reclining position, talking 
and 2 working. 

Summary comments: Employees in same position at end of observation. Total 
time of observation 25 minutes. Foreman asked to be of help. Observer 
identified himself and explained presence. 





Location: Between H-30 and H-29, Opposite Templet Crib Door, Power Brakes 
1 and 2 

Date: December 5, 1952. Time: 10:10—10:28 

Type of observation: Excessive idle time spot check. 

Supporting evidence and/or data: Observed 5 to 10 employees who from close 
observation were engaged in idle gossip (apparent from facial expression, 
laughing, etc.). Fer above time there was no apparent call on their time. 
Stood with hand on hips or in pockets. 

Summary comments: Total time of observation 18 minutes. 





Location: Brake Press Nos. 1, 2, 3 


Date: December 3, 1952. Time: 14:25-14:40 

Type of observation: Excessive idle time spot check. 

Supporting evidence and/or data: One female operator working at an excessive 
slow pace, surrounded by 3 male employees and 1 female employee. Entire 
group engaged in conversation. Only 1 employee engaged in production. 

Summary comments: Endless stream of employees walking back and forth, in 
aisles and through work area during observation. Total time of observation 
15 minutes. No change in status at end of observation. 





Location: Clock No. 1 

Date: December 3, 1952. Time: 15:20-15:30 

Type of observation: Checking out at time clock. 

Supporting evidence and/or data: The line contained a count of 78 people who 
were waiting from 5 minutes to 10 minutes with an estimated 25 to 30 more 
who obviously had left their stations 1 to 5 minutes ahead of time. 

Summary comments: Total time of observation 10 minutes. 


34931—53—-pt. 1——-16 
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Location: Incoming Tool and Inspection Crib at Aisle Across From H-40 


Date: December 3, 1952. Time: 14:45-15:00 

Type of observation: Excessive idle time spot check. 

Supporting evidence and/or data: Two groups of 3 and 1 group totaling 4 to 9 
persons at various times, engaged in-cenversations. No work performed at 
any time. 

Summary comments: Total time of observation 15 minutes. Groups still engaged 
in conversation when observer left. 


Location: K-41, Main between Center aisle and East aisle at crib on West Side 


Date: November 28, 1952. Time: 10:25-10:45 
Type of observation: Excessive idle time spot check. 


Supporting evidence and/or data: Observed an employee talking to a lady inside 
crib. Discussion. apparently personal (laughing ete.). Four other employees 
came up wanting data or information—1l came back later. 1 joined con- 
versation for 10 minutes. During interim of observation observed other em- 
ployees in groups of 2 to 11 walking and holding conversations which from 
actions appeared to be of a personal nature. 

Summary comments: Total time of observation 20 minutes. 


Location: H-43, Subassembly 


Date: December 9, 1952. Time: 20:42-21:00 
Type of observation: Excessive idle time spot. check. 


Supporting evidence and/or data: Group of 7 around subassembly fixture. Four 

doing no work, 3 occasionally working at slow pace. 

Summary comments: Checked same group earlier in the evening at 16:15—17:00. 
No change in status at end of observation. Total time of observation 18 
minutes. 





Location: H—47, Subassembly 


Date: December 9, 1952. Time: 20:42-21:00 
Type of observation: Excessive idle time spot check. 


Supporting evidence and/or data: Three employees leaning on workbench. No 
work being performed. 1 employee standing between rivet storage racks. 
No work being performed. 

Summary comments: This observation made in conjunction with area H—43 
check. Total time of observation 18 minutes. 





Location: Tool control 282 
Date: December 9, 1952 Time: 20:30—20:40 
Type of observation: Excessive idle time spot check. 
Supporting evidence and/or data: Four employees in a group talking. No work 
being performed. 
Summary comments: Group still talking at conclusion of observation. Total 
time of observation 10 minutes. 


INDUSTRIAL RELATIONS DIVISION 


This extremely important activity is directed by a vice-president, two assistants, 
seven section chiefs, and 490 employees. The scope of the services provided is 
broad and the lines of authority are clearly established in the following fields: 
Labor Relations, Personnel Services, Training, Plant Protection, Wage and 
Salary Administration, Feeding Operations. 

Related activities wherever Medical Services and Plant Safety are provided 
are also under this division. The only significant deviation from normal practice 
in the several departments arises from the decentralization of personnel records 
at operating departmental levels where the responsibility is delegated for the 
maintenance of seniority records, and absentee and overtime accountability 
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The ratio of those engaged strictly in labor and personnel relations is one for 
each 136 employees. This calculation, because of the allocability aspect, is 
determined on a plantwide basis and comes within the normal range for these 
functions within the aircraft industry. 


Unions involved 





| j 

| Membership 
Union(s) involved | Affiliation i 
Number | Percent 

















1. UAW, Local No. 142......__- ...| CIO wos --| 19,461 87.0 
2. Amalgamated Plant Guards of America, | United Plant Guard Workers of Amer- 154 | 1.3 
Local No. 114. ica. 
2. United Catering, Restaurant, Bar & | CIO_.............-..--.-- clues cae 81 av 
Hotel Workers. | | | 
4 Foreman’s Association of America, Chap- Foreman’s Association of America. . 1,192 11.0 
ter. 
Det ok cs ade DS, cere nde ide bahia omatcd aed odttanhie abeneeniadiodt 10, 888 100. 0 
Union officials Affiliation Title 
1. Harley Neideffer._........; UAW, Local No, 142.._..........- Saale President. 
ae a sie ee one iain | Chairman, Bargaining Com- 
| | mittee. 
Tommy Thompson a ata ‘ Secretary. 
Tom Stanley yo S365 ct Acacegutiteuh Moectesiesbe ...| Bargaining committeeman. 
J. F. Metsinger......... Ligcul UD isbn hbs cut haitivie 5-0) Gennes | Do. 
Enoch Arnold a Machetes sai | Do. 
2. Stanley Szezesny.........| Amalgamated Plant Guards of America, | President. 
| Local No, 114. 
3. Marion Oswalt -.....--.- United Catering, Restaurant, Bar & Hotel | Chief steward. 
Workers, Local No. 1064. | 
4. Kenneth Phimister --.--_- | Foreman’s Association of America, Chap- | President. 


| ter No. 20. | 


1 Direct aircraft charge, 5,745; allocable, 3,716; total, 9,461. 


Labor relations 

There are two significant clauses in the Kaiser-Frazer agreement which add 
considerably to management’s problems, the first relating to ‘‘plantwide”’ seniority 
and the seeond provides for a fixed quota of shop stewards whose duties are solely 
with union matters even though they are paid their respective classified rates 
of pay as if they were engaged in productive effort for the company. 

The adverse effects of plantwide seniorjty and the implicit disruption of 
repeated bumping is obvious. Management is placed in a particularly difficult 
position in staffing in an orderly manner. This disadvantage is found nowhere 
else in the airframe industry. The closest related example of a motor company 
with a UAW contract, engaged in airframe production is that of Buick, Olds, 
Pontiac where the supplemental agreement regarding seniority has been realis- 
tically developed as follows: 

The contractor (BOP) agreed to recognize auto workers seniority rights in 
terms of transfers to the new aircraft program on the following basis: 

Transfers would be scheduled at the company’s discretion confined to occupa- 
tional groupings (job-families), and BOP agreed to recognize seniority to the 
limited extent of providing employment in aircraft production, for not to exceed 
25 percent of the total number employed, by the end of 12 months from the 
commencement of operations. This basis of orderly staffing gives management 
the latitude that experience has dictated is necessary to organize and operate 
dual production lines on an efficient basis. 

While there has been no major work stoppage in the company’s aircraft opera- 
tions during the 2-year period since its inception, the following facts are clear 
and significant. The bargaining agent (UAW) has progressively gained such 
influence in the management of the company’s affairs that in spite of the costly 
maintenance of a large force of nonworking union job stewards whose sole func- 
tion is to represent membership in the resolution of their grievances, the con- 
tinuing volume of such localized disputes indicates that there is chronic restlessness 
which undermines both morale and productivity. 
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It is a well-established fact that there is an inadequate number of competent 
skilled workers available to meet the company’s responsibility for stepping up 
both production and quality control standards, and for training and supervision 
of the rank and file workers who are new to aireraft production. 

From a strictly labor utilization standpoint, the survey team finds itself con- 
fronted with the unique and paradoxical situation whereon the one hand there is 
an acute shortage of skilled workers, particularly with related experience, and on 
the other hand, we observe that there are 101 of such critically needed skilled 
artisans who are on the payroll at their respective skilled rates, and yet have no 
direct production duties whatever. Their sole function is to represent their 
members in all matters where there is a conflict between the worker and his 
supervisor through the means of grievance procedures established under the 
terms of the contract. 

The volume of grievances as set forth in the table which follows will convey 
some idea of the impact upon the labor relations department which is staffed 
by 17 workers who have the responsibility of representing management in all 
“third step” appeals. The actual backlog of cases pending (148) is not considered 
unwieldly in the light of the total volume for the year 1952. The estimated 
average number of second step grievances approximates 20 per week, from an 
estimated 35 unresolved and originating in the first step. 

A representative sampling of the major causes of discord leading to grievance 
cases is as follows: 

(1) A. w. o. 1. involving loss of seniority. 
(2) Overtime considerations. 
(3) Alleged violation of job classifications, viz, working out of classifications. 








29GBuret bats gciniiia 4.3 cniiadkcdtin old ho cs eas ik sa om «0s creas 1, 252 
1951: Total number of grievances presented in third step_.__.._.....--.- 635 
1952: 
Total number of grievances presented in third step: 
RiGeree...i. 5 =... Say ae Pe op cl Le EOS 178 
Rivera 3 eee cota ee ates Bee sk L.  - sala oa 238 
bees. og Ee Oe Se oe See BY Cue Bete 243 
Total..............- std A a S_aidewlic SAKA cas clans 659 
Total number of 1952 grievances settled__.__._.__.____....--.. 511 
Total number of 1952 grievances pending._..__.______-_._--- 148 
Total number of grievances presented in the second step: 
I iia caiinidlit honed. cite < irckiaineliiie tn Minin tains eat ac 82 
FI ant auskds canine Tica anidenbetmmesaatinsa tains ie 196 
I iti stn th boc inerene aap ignnitainn ania pine Seeder eee 216 
Re oe ean te so pie moana 6 Occ Se RCC EEO CUE ee 494 
Total number of grievances presented in the Ist step: ! 
Pa cnn ween hin aiemataaens hana biaee ate ao eT 109 
ST nak. on op meinen kivcme etees naan eesti anal ae ae ee 239 
REPT «on 0 no oo nines 4m ae nite een dels aa 243 
OEE noon BANE SEU is tian bb. DR a S 591 


1 This figure based on grievance reports. The departments do not report all grievances presented in the Ist 
step. 


This “subsidization of the steward system” is extremely costly and created a 
financial burden which in 1951 cost $517,395 or an average of $6,531.50 per steward 
representing regular time and extensive overtime for 95 full-time stewards. It is 
the resident auditor’s estimate that the 1952 cost for 101 such representatives will 
(due to upgrades and increased overtime) amount to $620,500. hese costs based 
upon the practice of allocability are borne in the ratio of 70 to 30 percent with the 
higher figure or $362,176 charged to the Air Force account. 

here are 95 full-time, nonworking union representatives paid by the company. 
This is the minimum provided for by the union contract: 


Shp GPE bhi 65) ai. 1k Ce ep chineeiatmandattie onsen 80 
RemleREh GUIUGD « icscddemicvi ne dibhinns ceedondon AAR Aare 7 
Re NO os i Si Bk Ls ceca Gained havenner sting eaten eae 3 
Bavgeinine snenittee iiss on ook se Che Sin CERRE ROKK See Ae abe 5 
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The actual earnings of the 95 union representatives paid by the company in 
1951 was $517,395 (the total paid by the company to all union representatives was 
$607,572, but $90,177 represented money paid to regular employees). 

An analysis of the annual gross earnings of all full-time union representatives 
for the year 1951 disclosed the following: 

One earned more than $17,000. 

One earned from $10,000 to $17,000. 

Five earned from $8,000 to $10,000. 

Nineteen earned from $6,000 to $8,000. 

Any attempt to analyze manpower problems which failed to highlight excessive 
‘feather bedding’’ practices which adversely affect the morale of workers would 
fail in its purpose since these are numerous cases of exorbitant incomes ranging 
from the $6,500 average to an extreme of $16,935. Gross earnings are paid to the 
job steward whose badge number is 314 and whose complete record of earnings is 
detailed in the attached copy of the Air Force Resident Auditor’s report. Since 
the overtime clause in the contract (regarding stewards) stipulates that if one or 
more workers is so engaged that the steward of that department be advised 2 hours 
in advance of the close of the shift so that he will also be present and paid accord- 
ingly.! If the verbal notification is not received, the steward will be paid even 
though absent on the same basis as if he were present. 

Since these practices are common knowledge throughout the plant, it is (after 
obtaining facts such as these) not difficult to understand the adverse influerice 
upon the ordinary worker whose productivity rate falls far short of an acceptable 
standard. 


Ymployee, badge No. 314, job steward, engineering department 


Second shift. Rate: $3.7288 per hour. 
Rings in at clock station No. 23. 
Time approved by: George Henry, staff assistant, engineering. 


_ 




















Actual Base Total | Total 
hours | hours | hours gross 
worked paid paid pay 
| 
Ending Dec. 2, 1951, pay week No. 49: | | 
Monday ! : ‘ Sidhe s 12.5 | 14. 75 | $55. 00 
Tuesday ! ; a Aint tiigiisla + <itinada | 8 12.5 | 14. 75 | 55. 00 
Wednesday !. : adebtiien sees cat x 12.5 14. 75 | 55. 00 
Thursday !_____- a 8 12.5 14. 75 | 55. 00 
Friday ! bidiigthe+ou 8 | 12. 5 | 14. 75 55. 00 
Saturday !__. 10.0 | 15. 00 55. 93 
Sunday '. 10.3 20. 60 | 78. 87 
Total. 40 | 82.8 | 109. 35 “409. 80 
Cost-of-living allowance, 20 cents per hour_- athe ohio. w = | 21. 87 
Total gross pay...........-. del dnded dads <c%head< <i | 431. 67 
Ending Dec. 9, 1951, pay week No. 50: | | 
Monday !__......- . 8 | 14, 2 | 17.3 64. 51 
Tuesday ! é‘ na <n epnndcsidench ii-dn 4oititnnt 8) 14.2 17.3 64. 51 
Wednesday ! setbieiinn ndkeaedhst: 15605. 8 | 15.2 | 19.8 73. 83 
Thursday !____- RE NN 2. seeshereukbosnh 8 15.2 | 19.8 | 73. 83 
SET Sxtcxnconweee s 15. 2 | 19.8 73. 83 
Saturday !__. a ate ito ks Gok 8 | 16.2) 19.8 73. 83 
Sunday ! aE AAP BT YE - 
‘o candid | —— 
cs sina canns ens onnce dee aebiGhicatihtake~<dines 48 | 89. 2 | 113, 8 | 424.34 
Cost-of-living allow ance, 20 cents per eiistssanacse ce egnie ; eaten | 22. 76 
PUR CN BOs dink: dark beendink i dtieeketae nae ot denned | | 447.10 
Total gross earnings Dec. 25, 1950, through Dec. 9, = alanine | naan | 16, 935.19 


1 Not notified. 


One or more day-shift employees could be working overtime, but if the job 
steward could not be notified, then he would be paid even though not present. 


1 Auditor estimates 1952 gross to approach $20,000. 
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Comparable salaries of corporate employees 


Vice president, public relations... i005 2 2.65- be scee ewe Ll lee $17, 007. 02 
Director of personnel administration. ____...-.......---------.- 10, 058. 81 
Director of tases and imedranoe.... ... <cecieeck gnc Jeu 10, 183. 21 
Director of treasury division _ - ‘ «nan ies Lie able Wa 11, 823. 26 
Chiet tool and tre eneineer. — ok nn nd ee de bUU se aso. 12, 782. 52 
AmsiBtOt SOMONE. 5k. ne ne ce we ene aed bod eb eee 16, 281. 73 
Chhigt AGOOUMERRL.. . teen - - awit me od J eee Sees 11, 823. 26 


Kaiser-Frazer Corp.—Salaries of union representatives billed to aircraft, January 


to October 1952 
































Depart- : Allocated 
Month ment 352 AReatae to other Total 
= allocable | contracts | aircraft aircraft 
amount , activity 
JORON fi citi deed ddd tide das eaaieet | $67,030.19 | $41, 609. 59 $309.75 | $41,919. 34 
PG 6b Winkle cunke sncdesciee obebGesauene aan 53, 155. 47 33, 130. 72 |... " 33, 139. 72 
MO is anid be tniecdcuanesanntonsitsive heme tees | 49,593.37 | 29, 593.06 | 416.19 | 30,009. 25 
April aabbteniie . -.----.-.| 53,173.01 32, 533. 37 32. 8: 32, 966. 20 
May kd bed eddie ss . 54, 177. 29 34, 397. 05 351. 23 34, 748. 28 
DOI saci neatait vines rei Mite hac denies ait he cee ae nee gan | 67,512. 57 36, 880. 40 117.96 | 36,998. 36 
July 62, 664.19 | 40, 714. 93 | 139.24 | 40, 854.17 
August 51,956.01 | 34, 595. 69 | 153.69 | 34. 749. 38 
September 65, 729.20 | 43, 309. 70 383.26 | 43, 692. 96 
OS Seat 69, 206. 06 46, 355. 89 357. 72 46, 713. 61 
eG. at diel re os 584, 197. 36 | 373, 129. 40 | 2, 661, 87 375, 791. 27 
Union classifications 
| B : — Per 
adage our . oa . 
rien ew hea | © — Classification 
rate cay 
Bargaining committee: | 
J. Burton_. 29843 $1.71 | $13.68 | Repair. 
G. Thompson | 10259 2. OF 16.48 | Electrician-maintenance. 
J. Motsinger.-. | 10767 | 2.16 17.28 | Leader. 
E. Arnold ces 11285 | 1.96 | 15.68 | Repair. 
T. Stanley. | 10656 2.64 | 21.12 | Gage trouble man (Gr. 9). 
Regional stewards: C. Douglas 21113 2.11 | 16.88 | Layout development and sheet metal. 
(ist shift). | 
Regional stewards (2d shift): 
A. DeMink------- 10446 1.96 | 15.68 | Maint. Main. Brsh. Sp. 
Bag om et | 15740 1. 96 15.68 | Repair machining. 
J. Wisniewski-_._........- 11311 1.89 15.12} Utility final assembly. 
Fo MEA hpicinibhacwrces | 19764 1.99 | 15.92 | Inspector final. 
H. Wilson. ian 3992 2.80 | 22.40 | Engineer service (grade 9). 
Regional stewards Gas shift): | 
ee CUMS cheeks 11593 | 2.26| 18.08 | Die tryout man. 
i Bada recientes ieee 4 14182 2.06 | 16.48 | Followup plan miscellaneous. 
Shift chairmen: | 
L. Moore (ist shift) ........| 13477 | 1.96 | 15.68 | Utility. 
R. Watson (2d shift)... ..-| 10234 | 1.96 15.68 | Fabrication, aircraft parts. 
E. Anglin (3d shift) _..._- | 20269 1.99 15.92 | Inspector final. 
Job stewards (1st shift): | 
i, MUN shite td opens 11810 2.01 | 16.08 | Pipefitter. 
C. Wilson.......--.---.----| 18250] 189 | 15.12 | Utility final assembly. 
ae 10837 2.06 | 16.48 | Electrician maintenance. 
C. Marshall...........- ...| 16797 | 1.66 | 13.28 | Assembly bench hand helper. 
en a Te | 14800 1.89 | 15.12 | Utility final assembly. 
A. Kubas ccaeal 20662} 1.7 13.68 | Checker receiving shipping. 
Job stewards (2d shift): | 
R. Méyers........--.---.-- 18230 | 2.36] 18.88 | Tool gage inspector. 
J. Washburn... ...._.- ‘ 17954 2.01 | 16.08 | Rigger. 
A. Getto pesieibaneenl 11651 | 2.11 | 16.88 | Welder maintenance plant pipe. 
v. OO ihe tsdind 10722 2.36 | 18.88 | Leader. 
Se catia ilk 723; 2.31 18.48 | Experimental mechanical] test laboratory. 
as WE oman ta ; 10187 | 2.06 16.48 | Repair general electrician. 
R. Kigger debsehcesienetielll 13567 | 1.91 | 15.28 | Tool contro] man air. 
H. Richardson........------ 12316 2.06 | 16.48 | Mason. 
cin cnneeipsen 29807 1.66 | 13.28 | Order service part. 
iy UUs Sc adwnnesucé 36251 1, 86 14.88 | Repair. 
iy EE. sciséKebineke. : 17959 1.71 13.68 | Cleaner, machine. 
Bl ea ccnres ticersstinetiicicheasenlect ti 15604 1.86: 14.88! Utility. 
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Union classifications—Continued 


Per 


“ Per 
oe —_ s oe Classification 
rate Gay 
Job stewards (2d shift)—Con. | | 
8. Marchines Lela ak baedel 16601 $1.91 | $15.28 | Utility. 
J. Kohmescher....... all 18311 1. 86 14. 88 Do. 
R, Stough lesen 14929 1.91 15. 28 Do 
M. Stasky-_.......- a 12107 1, 91 15, 28 Do. 
lia 0 13620 1. 96 15.68 | Repair. 
C. Mover 15819 1. 86 14.88 | Material check inventory control 
Lo eS | 11539 1. 86 14. 88 Do. 
W. Bray Se 16821 1. 66 13.28 | Driver power truck. 
J. West i titpmeanmeaiilinie 16318 1, 86 14.88 | Material check inventory control. 
J, Skelton ‘ . 12064 1. 86 14. 8& Do. 
R. Lewis ‘ci 12810 1. 76 14.08 | Utility. 
J. Lovasz a | 23791 1, 81 14.48 | Relief 
J. Blackburn am 38983 1.71 13.68 | Repair 
Oe IB nc witnint> ent 11748 | 1.86 14.88 | Relief 
J. Oginski sndies | 16816 1.86 | 14.88 | Utility. 
K, Anderson. --.....- 20335 1. 76 14.08 | Relief. 
B. Hawthorne..-......-----} 16481 1.89 | 15.12 | Utility final assembly. 
V. Sweet_.... ni 13745 1. 81 14.48 | Utility 
P. Pace 19555 1. 86 14.88 | Repair. 
a alias 28610 1. 89 15.12 | Utility fina] assembly. 
H. Seott ee i 29783 1,81 14.48 | Relief. 
W. An ierson... ; 14905 1. 86 14. 88 Do. 
D, MacDermott 18856 1.91 15.28 | Utility. 
A. Smolka oa 11060 1. 76 14. 08 Leader. 
J. Farley a J 1, 86 14.88 | Utility. 
P. Cassidy bbethe | 1. 96 15.68 | Fabricated aircraft parts. 
V. Flint abate’ |} 1.86] 14.88 | Repair. 
A. George . | 1. 86 14.88 | Relief repair. 
C. Blackburn ee | 1.89 15.12 | Utility sub and major assembly. 
J. Harrigan... a. } 1. 96 15.68 | Repair. 
J. Hoot Sind titin ke ophileel 1. 99 15.92 | Inspector final. 
H. Younger 1. 89 15.12 | Utility sub and major assembly. 
F. Loomis oe 2. 32 18. 56 | Accounting (grade 7). 
J. Markarian-..-- x. | 1.87 14.96 | Timekeeper (grade 5) 
C. Bole.-... |} 2.56} 20.48 | Technician service parts (grade 8). 
G. Neilsen | 3.76 | 30.08 | Designer (grade 12), 
O. Dishong 2, | 2.64 21.12 | Gage trouble man (grade 9). 
R. Cadry aka 2.32 | 18.56 | Followup (grade 7). 








Job stewards, (3d shift) | 

W. Harrington __.._-- 11779 1.71 13.68 | Cleaner machine over. 

A. Michevicius 18397 1.7 13.68 | Cleaner saver. 

R. Sharrock | 33057 2. 51 20.08 | Templet inspector air 

R. Rodenbaugh.-_. | 23808 2.01 | 16.08 | Rigger. 

D, Stearns-.-... : ot 1176 2. 19 17.52 | Switchboard 8. operator. 

R. Juliano | 5534 1.77 | 14.16 | First-aid attendant 

Bas SLs ctv bbe dn 7 20909 2. 11 16.88 | Machine repair machining. 

J. Billingsley........-.-----} 17487 1.81 14. 48 | Die setter. 

Oe Eo ennameoutneedh 35096 1.91 15. 28 | Utility. 

D. Grecs...... aa 33994 1.89 | 15.12 | Utility sub and major assembly 

A. Johnson “ee | 25923 1.76 | 14.08 | Leader. 

E. Wertz oof 27679 | 1.86 14.88 | Materia] check inventory control. 

+ Ey Ne lic: ; 26363 | 1.86] 14.88 | Do, 

C, Merrow---.- ! : 17932 | 1. 66 | 13.28 | Driver power truck. 

es 24322 | 1.96 15. 68 | Repair. 

eee | 12138 1.81 14.48 | Repair trim general. 

O, BERR 2 cccenccena 20794 1.81 14.48 | Cutter trim leather 

B. Davidson__.. aa 14642 1. 89 15.12 | Utility final assembly. 

R. Cheek ea vee | 15595 1.89 | 15.12 Do. 

Ba DOU, ai i 5 ounces cacsnnt 15934 1.89 5.12 Do. 

ibn ncunniihan 36062 1.71 13.68 | Repair. 

L: Hagen...._.. t | 43172} 1.91] 15.28 | Utility. 

Se, ME anno wheinouinmemen | 19081 | 1. 86 14. 88 Do. 

H, Glenn aoe | 24561 | 1.81 14.48 | Relief 

M., Serra........ sada 12633 | 1.86 | 14.88 | Utility. 

a ale 25464 1. 86 14. 88 Do 

R. Franks... ; 11511 1.99 15.92 | Inspector final. 

so. Guick....-. ae 7 25725 2.18 17.44 | Followup man (grade 7). 

B. Dunkelburger 16624 2. 80 22.40 | Tool trouble man (grade 9). 
Foreman’s association of Amer- 12015 3. 69 29. 59 | General foreman, 


ica Chapter No. 20: B Wallis. | | 


Nore.—All of the rates are base rates and do not include the cost-of-living allowance of 25 cents per hour— 
and shift premium of 5 percent for the afternoon shift and 744 percent for the midnight shift. 

Does not include overtime. 

Since the cost-of-living formula adjustment in current contract applies—add $2 to individual daily 8-hour 
earnings. Allocable portion charged to AF account on daily basis, $1,226.58. 
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InTER-OFFICE CORRESPONDENCE 


DecemBer 10, 1952. 










To: Mr. 8. F. Patyrak 
From: J. F. Cocks, Jr., Assistant Controller 
Subject: Allocation percentages used in distributing cost of union representation 
for October 1952 
In accordance with your telephone request to Mr. J. F. Greenwald, we wish to 
advise that the cost of department 352, union representatives, for the month of 
October 1952, was allocated in accordance with the following percentages: 







Automotive (01) 


Detenss overnena 0 (es) . .o6. oe ee a Se ee 66. 98 
Automotive reimataliaiip oO a hak. te .14 
Ciinee ADGSRee (line MO... Ge oo aici che te 4 cane ae ee . 38 

FN ao ems cient pins ET ae, Se i ign eae nee 100. 00 


The costs accumulated against department 352 include the bargaining com- 
mittee, as well as job stewards, regional stewards, etc., throughout the various 
plant departments. The percentages quoted above are effective for the month of 
October only and will vary each month since the allocation is made on direct 
charged man-hours, 

J. F. Cocks, Jr, 
The hiring program 


The director of industrial relations is responsible for the policies and programs, 
under which the personnel director and his staff perform the usual functions of 
an employment servicing unit, on a joint basis for both automotive and the air- 
craft operations on a separate functional but administratively allocable basis. 

Personnel practices, such as recruitment and assignment, are because of the 
union contract seniority clause, operating on a complex staffing pattern which is 
briefly as follows: Except for a few typically difficult aircraft skills, the only 
direct hiring of new workers for aircraft operations occurs when the size ot the 
demand, exceeds the supply of seniority ? auto workers, who have applied for 
transfer to aircraft. All vacancies must be posted, as a means of acquainting 
eligibles with opportunities available for transfers to aircraft. 

While the physical facilities are largely separate so far as producticn is con- 
cerned, it was determined as both necessary and administratively feasible in a 
dual purpose plant of this character, to operate under a plan which would provide 
for the flexible interchange of workers between automotive and aircraft. Those 
workers, largely engaged in providing services, are referred to as “allocable” 
constitute a large segment of the total engaged in aircraft. Those employed on 
either a full time or ‘‘divided basis,’’ in this category amount to 34 percent of the 
13,039 employed for the pay period ending November 30, 1952. 

This established practice of widespread integration of manpower resources, 
poses a very real problem, in efficient administration -and at times, obscures the 
very facts upon which the survey team must depend to properly evaluate man- 
power utilization. 

Labor requirements.—The company has been able to obtain enough production 
workers to meet production schedules. 

Since the inception of the Kaiser-Frazer Corp. program and the demand for 
production direct workers, there has been a shortage of experienced aircraft work- 
ers such as hand formers, stretch press, routers, press brakes, mill operators, 
subassembly and final-assembly workers. 


Additional employees needed now (Nov. 24, 1952)__.._...-..._-.--.--. 10 
Additional employees needed 1 month from now__.__--.-....---------- 10 
Additional employees.needed 3 months from now___.......ag.._--.----. 1, 400 
Additional employees needed 6 months from now__-_.--..--...-.-..--- 0 


! Denotes no net increase in manpower, however, critical classification manpower shortages exists, |. e. : 
Tooling, engineers, skilled clerical, ete. 


“The forecast, that. an additional 1,400 people would be required by February 
1953 (3 months from date of forecast) is on the current status of the C-119 


? Seniority defined as ‘‘any worker with a minimum of 90 days Kaiser-Frazer service.” 
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program which is currently in production and the anticipated needs of the C—123 
project which is being put into production. 

“Tn the above forecast, consideration is given to the slippage which has occurred 
in the contractor’s performance to the C-119 schedule. This adjustment defers 
the peak requirement for direct manpower on this project for several months, 
and overlaps the manpower buildup on the C-123. 

“A total of 4,300 direct workers will be required on the C-119 program at peak. 
Of this total 3,600 are currently on the roll, assigned to this project. The diff- 
erence of 700 employees must be hired by March to meet C-119 demands. 

“Direct labor requirements on the C—123 program are at present increasing. 
This expansion occurs concurrently with the C-119 project and amounts to an 
increase of 700 people between the present and the C-119 peak. After the C-119 
peak occurs and starts downward, these people will be reassigned to the C-123 
to meet the expansion of production on that airplane.”’ 


Unfilled labor requisitions now in company employment office—November 28, 1952 














Depart- | 
ment Wage | Num- | Num- 

having | Job title rate of ber | ber | Total 

the va- | | job male | female | 

cancy | | | 
211 | Welder are certified .__.. ceeeaealieiaedneat lili aalineiinniaaae ----|$1, 76 | i a | 1 
ee bret nantactcaihass dnavacecssenceessesedae 1} 1.76 | OP ece | 3 
SI) Weare Gre COPCNS 2. 03 21 6 Un SOs SSL. ssn } 176 | Oa-.....83 | 4 
231 | Licensed flight mechanic. --...........:-..- Se ae Bide iiinele 22 
Licensed electronic mechanic._.........- le agian aad 2.06 | ie cham 3 
281 | Addressograph operator... ............_.--.--.--.----- 1. 3473 Biss | 1 
SOM are eR LA che. 2 ;Le. | Milan. 14 
288 | Time study, grade | Oe ee sae A acelin stiletil picbatatieg | 1.8740 , | | 3 
Industrial engineer, grade ee ee ee Se eee 3 | 2.6103 3 ]--«»- | 1 
291 | Secretary, grade 4 DL ee oi , | 1. 6723 |.....- | 1 | 1 
311 | Draftsman, grade 6.......---------------.-----.--- | 1.8740 Oh tatiin: | 2 
Engineer, grade 7_-... il leita ence | 2.0648 | 1 1} 2 
Engineer, grade 11_..__- Bs brie Sangli 2. 8480 | 3 . 3 
| Followup sample tool___._- ...| 2.0648 9 9 
PO I Bn 0S i ie ae La i ico ddided 3. 0855 1 -| 1 
Detailer tool and die design grade 7...._.- lopmery-acrami>-areteleae en | B lot | 1 
| Designer tool and die, grade 8 - - tes ecdbhbocabile _----| 2.2243 | 7] | 7 
Designer tool and die, grade 9................. | 2. 4618 7 | | 7 
| Engineer, die, grade 10. _....--.. KURI cb ie oth ahd Eh 2. 6103 | 2} 2 
i EE Th cnsnees vanchcmentetmey <ceremonae~ qe eund=saminie 2. 2243 | 5 | 5 
Engineer, tool, grade 10_.....................-.- : 2. 6103 | 19 | 19 
Engineer, tool, grade 11... _. lected ste 2. 8480 | 1 1 
312 | Tool mill operator- ----_- dt. SRI. custiusianss 1. 86 5 5 
Tool maker saienti 1. 96 43 | 43 
Sa Me ee weer ttene | 2.16 1 | 1 
Turret lathe operator_- | 1.86 1 |} } 1 
Tool shaper operator _ - 1. 91 2 2 
| Tool room grinder____...........- 196 | 1 j. l 
313 | Heat and vent operator 1.795 | 1] 1 
314 | Crib attendant : Wadhadd 15d ob old ihn edb en ddd ee 161 | 17 | | 17 
331 | Inspector receiving ..............---..- SidseRssb~-eneetiucnae deb eRe |) 4 5 | 5 
Inspector, layout... abiicaiavetennpntohs ae 1 | | 1 
| Engineer quality Mat. Rev. Air, grade gc ere Teas 2. 81 2} | 2 
Station quality control, grade 9 . acbeks, eealrey 2. 46 1} | l 
$41 | Engineer, salvage, grade 7_-_.................-..-.-..---..+.-...| 2.06 1 |} | 1 
| Engineer, rae, ae £ cide anitunetSitiRihh teactupithegunep geal aoe 1 1 
| Office and clerical, grade 2 aaa eee one i 1. 35 | 1 1 
| Production control Se MND F400. doc05 2. ce. bdb wsbbbeudbdenr ie 2. 06 A fides l 
| Analyst index schedule, ‘grade Titan a destino LGbtitaiaitn Shine terae 2.06 | Ol thneahi 6 
| Specialty man production, grade 7__..... saenteheteeitieediiieiienals 2.06 | DB ts 3 
Followup plan, miscellaneous grade 7 | 2.06 1| l 
355 | Illustrator training aids, grade 6. ______- | 1.87 bis 1 
| Coord. merit rate/test __ or 1261 | b heen 1 
| Coordinating merit rate/test assistant........._-- Wie + 1 1 
Sa) PE ITT. dane nce cos bineduwenaucanccoecs Z acol be OO 1 1 
| Production illustrator, “grade SG dec detitdmciseatls pie ROT Odd. 1 
| emai Whee ame As jap. --stainnis-etaeiccs 4th alana aopeyansin } 2.06 | I A dinipnnail 1 
411 | Engineer mat rev. s, wate a I 246 | 3 | | 3 
| Analyst stress, ean | 2.06 1} | 1 
| Engineer weights, air 2. 1 |. and 1 
414 | Office and clerical, gra M6. : donators | 1} 1 
a a do eeeeneniell 2. Teta 2 
| Metallurgist, grade 7---_--.- oe 2. B Tes eelee 1 
Metallurgist, grade 9. _................- 2 P Riusiuce. | 1 
| Radiographer, grade 7 ’ 1 1 
417 | Blueprint machine operator, grade 1._................ Canin Tetecheebans | 1 1 
| Office and clerical, grade 2...............-.----- 2.2... ! . Ossi. da 1 1 
' Duplicating machine operator, grade 2 A cmeueh 4 4! 4 
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Unfilled labor requisitions now in company employment office—November 28, 
1952—Continued 


Depart- 

ment Num- | Num- 
having | Job title ber ber 
the va- | male | female 


Office and clerical, grade 2 
Timekeeper, grade 5 

Bookkeeping machine operator, grade 2 
Typist, grade 2 

Tabulating operator, grade 2 

Clerk tab. control, grade 3 

Keypunch operator, grade 1____- 
Spares technician, grade 9 


Nore.—A 26-cent cost-of-living adjustment should be added to above rates. 


New employees can be absorbed as rapidly as they can be obtained. 

Sources of new employees —With the exception of an occasional attempt at 
“positive recruitment” of experienced skilled aircraft workers in distant areas 
where extension airframe production is under way, the company has been obliged 
to depend upon the manpower resources of Greater Detroit for its labor require- 
ments. Past efforts to attract increasing numbers of workers with aircraft experi- 
ence has not been successful for reasons of inadequate housing adjacent to plant, 
thus requiring difficult commuting, uncertainty as to Kaiser-Frazer’s future posi- 
tion in industry, as it relates to continuing employment and personal security, 
contrasted to strong competition in the tight Detroit labor market area by Ford, 
Chrysler, General Motors, and countless other powerful and long-established 
industrial leaders, for a dwindling number of additional workers. 

In the light of these conditions, the company has during the past 90 days 
followed a policy of hiring women workers with previous aircraft or related 
experience, in preference to the substandard supply of male production workers. 
During the past summer a large number of undergraduate students were em- 
ployed on a:temporary basis. 

As a further evidence of the heavy dependence upon commuters as the source 
of labor supply, as indicated by a recent company survey, only 17.6 percent of 
those employed reside in Ypsilanti township. It is significant to note that acces- 
sions at times during 1952 were averaging 2,000 a month. The large flow of 
applicants necessary under these circumstances, was accomplished by extensive 
advertising through all promotional media, that is, radio, newspapers, and tele- 
vision. 

As indicated specifically elsewhere in this report, there is a close working rela- 
tionship between the company and the Michigan State Employment Service, 
except for uncoordinated positive recruitment in distant areas, that is, Wichita 
case, as reported in Michigan State Employment Service section, this disruptive 
program has been terminated by request of the AMC team. 

Michigan State Employment Service-—An unusually close working relationship 
exists between the company and the MSES. In the past the employment service 
has played a more important role as a referral source, where large-scale hiring 
prevailed, whereas with current recruitment greatly curtailed (skilled only), the 
bulk of new hires is through the company’s personnel department, 

The recent incident of disruptive recruiting for skilled aircraft workers con- 
ducted early in November by Kaiser-Frazer in the Wichita area has been remedied 
by the withdrawal of the positive recruiter, immediately following our protest of 
the method employed. 

The immediate recruitment of 40 supervisors, with current experience in 
aircraft construction has been ordered by the newly assigned special AMC 
representative and arrangements for interregional recruitment are underway 
with the Ypsilanti office of the Michigan State Employment Service, originating 
the request for Defense Manpower Administration directional guidance. 

A comparison of current recorded demands between the Kaiser-Frazer Employ- 
ment Division and the MSES shows close consistancy as do the records of past 
referral and hiring practices. While the percentage rate of penetration is not 
high, the critically tight nature of manpower supply available in the immediate 
area served by this office, is tully understandable. 
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Cooperation with employment services 

The director of industrial relations and the personnel director have reported 
a favorable relationship during the entire period of time, (22 months) that the 
aircraft program has been underway. All Michigan State employment service 
offices in the entire metropolitan Detroit area have participated. 

The ratio of workers referred to workers hired is unusually high, (see attached 
chart) and may be open to question. However, the present emphasis is on 
quality, and the benefit of the doubt, rests more on the premise that improved 
confirmation procedure can be readily employed by the MSES with a curtailed 
demand for volume referra!s. 

















Number | Number ? 
; Number 
referred by | reporting to 7 |. oaeanes 
State company from hee — Sb 
employment | State employ- a 
service ment service | 
August 1952: | 
Male Ptibibanawkeatanne seveiinasiinteieania 51 | 51 | 37 14 
Pad euddn ace ctntobudtcadaccs sabwe 13 | 13 | 8 5 
te, ts tiene slinhnan 64 | 64 45 19 
September 1952: | | 
SINE. SpE sen UC Sd cdul.. Jc secneetiadssoe 40 | 40 | 145 | 2 
NE his etn SG choco nc dasdndtbintiesdes 105 | 105 | 27 | 78 
MIE cp iaen ns once eengeeer 145 145 | 72 80 
October 1952: 
iis ak chick cide cduisd~ anno ns cenesbetbasa 43 42 34 | 8 
EE ot ese tenentcanmbiuied 23 23 19 5 
OB scl selbst cdtiaidsicdddbewsdiibesth 66 65 | 53 | 13 


1 Number hired exceeds number referred on account of previous months referrals who were later hired. 


The following listing of openings placed with the Ypsilanti office of the Michigan 
State Employment Service on the dates shown, has been revalidated by the 
survey team on December 3, 1952. No significant change in the list of skills 
(national criticals) involved in the interim period of 11 weeks, with the exception 
of plant engineers which requirement was reduced from 6 to 2. This situation 
is indicative of the tightness of the Detroit labor market area. 



















| 
Job title No. Date placed 
Toolmaker ‘ soancegdetedihesacnd 34 | Sept. 17, 1952 
Diemaker- ......- Bids Le tb edats debibad he uwab die dbbonvicstiedetnbdetve ‘ 1 Do, 
Draftsman 2 | Do. 
Engineer—plant...............-. a cal eee ceelth lih Sis Dei | 2) Do. 
Tool and Die Design... ---- eaebcadhvenesinddeteemicoescbenesed yehotuen 18 Do. 
ST inne kann euepantqueéacetentubseapote ocak nanehaniiamuine 1 Do. 
Ee Sih in dink dc tulad hho dint R cdi sebedin ds idiirosiuscsal 20 Do. 
Stenographer............. seeessth carne iereandeiicilestcatenlh taliiinecaihdiiiathanin ceeded leans 4 Do. 
EGU bi bivie spoveedesbbboteseccrsccscncesseees esa stahimanen ees 2 2] Do. 
cabs ec clevecSubéndudcdetessscebastetos bi, ddd ds etiwbde 3 Do. 
Flight mechanic—licensed __....... itt waittininwansudl late . 18 Do. 
Se a enddnabmemsmesesghvesenchsnil oli talien bien 2 | Sept. 25, 1952 
TIL... culbocvcdceduseeswseee So toeedilinitcaieataciaes aaniaeeuimamnes aimee 2 | Do. 
Foreman and supervisors. ................----. gu duubdiddes SAA AWE. 40 | Oct. 15, 1952 





Interviews and tests 

Following a closely established public relations policy, all applicants are inter- 
viewed with the same courtesy that the company sales department uses in its 
dealings with the prospective customers for sales promotion. 

While the answers to direct questions relating to the use of various preemploy- 
ment tests are all in the affirmative, it was quite evident upon further investi- 
gation that trade, intelligence and aptitude tests are only used in a very limited 
way, i. e., stenographic performance tests involving shorthand and typing. 

nvestigation of applicants.—The usual course is through the facilities of retail 
credit (Dun & Bradstreet, etc.) who investigate previous employment record, 
character, credit, ete. From a security standpoint there is also the custemary 
requirement of citizenship and where an alien status is involved special investiga- 
tion procedure is employed in line with Defense Department regulations. 
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Time required to process new applications.—Based upon detailed discussion of 
this subject with the company personnel director, the element of time required to 
process a new worker amounts to about 1 hour the required pre-employment 
physical and other paper work. 


The training program 


While the present aircraft contract has been in operation for nearly 2 years, 
and notwithstanding the fact that experienced aircraft men have been and still 
are in extremely short supply, this company did not have a recognizable or formal 
training program until late April when, through the issuance of Aircraft Pro- 
cedure No. 67 (dated April 24), a start was made in this direction. 

The attached schedule will show the various classifications and the number of 
hours prescribed for the course of instruction by what is known as vestibule 
training. The facilities for conducting these courses are not adequate. There 
is an insufficient amount of space assigned even for merely conducting lecture 
courses, which in most cases is not a practical way in the absence of a workshop 
where actual operation of the machines may be demonstrated and subassemblies 
used to practice upon. The development of a realistic training program has 
been retarded by what the survey team regards as a lack of appreciation of both 
the need and the practical value of training programs which are soundly established 
elsewhere in the airframe industry. 

Industry studies have long since established the fact that training can only 
be accomplished through an established method. To state without particu- 
larizing that training is being done on the job is frequently a convenient term 
which means little when 80 percent of all new hires are without previous related 
experience. 

The training department in Kaiser-Frazer concurs in the above observation 
and has succeeded in recent months in gaining headway with a supervisory 
training program which is otherwise known as the basic management (40 hour) 
course. This course, which has now been given to one-half of the company’s 
supervisors, is soon to be made mandatory for all such employees. There is also 
the weekly 1 hour discussion period of current problems. To implement this 
program, the department has compiled a supervisor’s manual which is both a 
guide to the course and a supervisor’s handbook which is issued to each trainee 
who completes the course as a continuing source book. Two well-developed 
handbooks have been prepared by the training department and are in use as 
training aids in riveting and the second is entitled “Use of Quality Control 
Charts.” 

The attached schedule represents the detailed accounting of the training 
department for its activities during the period of April to December 1952. 

Induction program (orientation).—Apart from the performance testing of steno- 
graphic and clerical applicants, there are no standardized employment techniques 
of this character used by the personnel department for final selections. The 
methods employed are production line in type being simple and direct which in- 
cludes a perfunctory physical examination. Facilities have been streamlined to 
handle the mass inductions which have on several occasions approached 2,000 
new hires each month. 

The company does not have an orientation program and in its place has de- 
pended upon the simple expedient--—turning the new worker over to the foreman 
for informal familiarization with his duties, company rules, security program, and 
overall policies. 

Upgrading and transfer.—While there is present the unique principle of plant- 
wide seniority with its special significance, the industrial relations department 
maintains that a definite plan for upgrading is operating in a satisfactory manner. 
The union provisions which require that all openings be promptly posted provides 
the workers with generous opportunities for upgrading where their qualifications 
may be channeled to management, then the filing of applications, etc. 
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’ 


ia. te | 
Retimaped |F resent UM") Hours train- | Hours train- 














: : hours train- | ber of em- rvr ‘ee : > 
Classifications ing needed | ployees in mam Ke fag Ape 24 v0 
| per class class ——— 
| ' 
Sub and major: | on 
Assembler: | | 
Utility man____- eh | 151 | 
Repairman_- precasaeewenuuniiel 20 | | 3 mene . 
Riveter assembler seca 80-104 | 7A8 8, 161 
Bench hand_._._- , ; ' ; eel 40 351 | 45 
Tides Pla dcducocpases ; sat 240 | 24 | 1, 631 | 
Blueprint reading. ........- B 80 4 | 13, 064 
iho: tenecsabaenerdeca>=<4 mi haredeaon ; 
Utility man__-........-. paubithedetelcs hades | 63 
Repairman SUecL sep tatodascnaess Sat 625 | 916 
Electrical... ..-- oginel aed 80 |. 
Final: | 
Functional assembler. . . dichieetidl dt Lent ee } 101 2, 598 3, 658 
Electrical. ____. : nna 80 wee 
Hydraulics... _.._- bi ddentiencial hed Ge bnseckcscoes 
Mechanical. . - --- ‘ : | Sha dedadeieatlthecesins coisas ioeuinns b 
Riveter assembler __-.. inate 80-120 128 2, 595 | 93, 545 
Bench hand_. Rockman dcauchapbboathbtoum ai } TE toh seea% | 2, 140 
Inspection: | | 
Final inspector oi 480 | 118 573 | 4, 135 
Assembly inspector send attdpoaiel 200 | 134 1, 220 7, 591 
Machining inspector . ..........-.--.------ | 170 | 112 936 | 10, 165 
Routing and receiving inspector apelin aa 40-80 | 53 647 | 3, 455 
Machining and fabrication: | | 
Machining: | 
Job setter ASM = 16 | 2 48 
Repairman Sieniousiuinane 24 14 37 137 
i 6 aed ein lease 24 85 542 121 
Utility man ve ‘ 16 | 22 233 80 
Screw machine operator. seatabawirl 6 | Dbiemes . A ebeierdalilinnins 
Engine and turret lathe operator- ‘ 8 | 44 244 
Grinder operator 2 d oe s 6 53 | 80 
Boring machine operator ite ees ale | 16 | 2 - | 16 
Spar cap mill operator..............-..- | 8 Oa tenet ‘ 32 
Production saw operator _.........-- . 4) 3 ‘ 4 
Radial or multiple drill. ..............-| 6 6 4 194 
Drill press operator .........-....------| 6 | 23 —- sai 
a oe x 69 127 1, 531 
Assembling bench and helper--..........-.-- 6 25 ; | 475 
Fabrication: | 
Power hammer operator__..........-..- 8 2 lal 
Repairman. ..... Lets .ndandithiont 24 | 26 148 | 220 
a i te cn wills dee hine | 20 | 66 508 | 910 
Die and fabricating machine setter... _. 12 | 82 18 287 
Hand former... _- jnbptldaeaddttoans | 20 I cece 
Drop hammer operator. ithibh« 20 | 4 4, 216 
Routing drill and saw operator. 6 Ot Rctaeees 
Press operator_.........-- cockind aianiaal 6) 32 
BOOT GOTRGOR 6 5 ning sinc n cons sciiesewe 4 eee 4, 958 
Brake and multiple punch operator - . - 8 | ta ii ae 
Roll and strut form operator. .........- x aa ee 
Assembler bench and helper-..........- | 5 77 2, 429 
Assembly: | 
Utility man__- eTEwesubsssqaiieiis 0) 14 
EE EEE sone 2 28 
Process conpeent operator...._...._.- | 6 | 19 128 
Paint mixer.............. pen debicen th tee 6 | | ee ee 
EL coweuniicurewsesdvenveswers | 0} 3 20 
Heat treat operator (steel) _. balbbe | Ss ts cclenguaenieninmanedieuuee 
Heat treat operator (aluminum) eaianinetl 6 | Odea 12 
Assembler bench and helper -__...-- : 6 | 46 ss 496 
Production engineering: | 
CL, bie chled dh aceawenctindubsocusdnneutn pooummibnocgdbloosqubcicos dh 462 spat 
Tool and gage... -..........-..----------- A euenuepes Jieugtemenve 5 ‘ 3, 800 
Templet inspec tion. Lcadebhcachaliiest are a ae. | ch dalibeas wali 609 
Layout inspection..............-.-..-- ppttiinabbinantecthahsabbecdign 172 1, 042 


Labor turnover 


Exit interviews.—Exit interviews are not required for all employees in the event 
they are discharged, laid off, or quit. When there is exit interviewing it is handled 
by the employment interviewers and labor relations representatives. Exit in- 
terviewers do not see that the employee thoroughly understands reason for dis- 
charge or layoff. Appropriate department heads are not held responsible for 
correcting causes of quits, discharges, and layoffs. 

Human relations training has not been given to all supervisors. The inter- 
viewer does not determine and record the reasons for the descharges and quits. 

An attempt is made to interview quits at the labor relations counter on a 
limited basis. Some employees are given exit interviews at the personnel building 
on a voluntary basis. 
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Rate of turnover 


DIRECT CHARGE AIRCRAFT—AUGUST, SEPTEMBER, OCTOBER, 1952 
USSU eS 


Quits Discharge Layoffs Military | Deceased Total 












Num-| Per- |Num-| Per- 


Per- |Num-) Per- 
ber | cont ber | cent 


cent | ber | cent 

















August 1952: 
Mal 














NET GaINn OR Loss (FoR SAME 3-MONTH PERIOD) 





i i 828 


Selective Service separations 


ALLOCABLE DEPARTMENTS—AUGUST, SEPTEMBER, OCTOBER 1952 













































































Quits | Discharge Layoffs Military Deceased Total 
a il at all animale tal ec tt tt ell 
| | 
Num-| Per- wum-| Per- |Num-| Per- |Num-! Per- |Num-| Per- |Num-| Per- 
| ber | cent ber | cent | ber | cent | ber | cent | ber | cent | ber | cent 
—_ —- —- | — ——_—_ _-—_— |_| ee | 
August 1952: | 
er 89} 1.4) 13 | 0.20 1} 0.01 38 | 0.60 1} 0.01 142 2.2 
EES } SL) 3.4] 2 13 0/0 1 06 0/0 5A 3.7 
WM. ad 140] 1.7] 15| .19/ 1] .o1] 39] .50/ 1] .o1}] 196] 25 
September 1952: oe ee, A 
RR a) 2.1 | 6 . 09 7 .10 14 . 22 0; 0 167; 2.6 
Dee. 6c. sédicditiod ; 61 365) 21 .19 0 0/0 0/0 57| 3.6 
— | — | —_—— | — | FS 
CE a cipernevediode | 195] 24] 8) .10; GF] .08] 14] .17 O}0 | 24) 28 
October 1952: ae 4d ae ak” a at oa i ee 
IIIS bis diniitiniendaethaaia | 1.4 9 13 3 . 04 13 .19 3 . 04 121 1.8 
PO 2 a. Sutiewinanes |; 42 2.5 3 .18 2 12 0;0 0;0 47 2.8 
Pewee ls | 135 | 1.6 | i2| .4| 5] .06] 13] .15| 3] .08] 168] 20 
1 








NNN 
Net Gatn or Loss (For Same 3-MONTH PERIOD) 





Grand total 
for 3 
months 
Deen) OHNE 2... H.R. a . eS. i A... tie. 1, 826 
Re es 588 


ae aa 1, 238 
Selective Service separations 
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Percentage rate of turnover ! 


















Men Women Total 
Number | Percent Number | Percent| Number | Percent 
eS saihaleninleepenel cteicitemmdetdleecticiitieeelemeniniteien 
August 1952: 
All employees, all shifts._.._...............- 744 7.4 117 7.04 861 7.3 
Production employees, all shifts... () 0) (?) (3) (?) (3) 
ist shift (?) (2) (?) (?) (3) (3) 
2d shift (?) (4) () (?) (3) (3) 
ddd bc ulsiitiednntis nodlScbi diane () @ () (3) () (?) 
September 1952: 
All employees, all shifts_._................--- 872 8.4 146 6.6 1,018 8.1 
Production employees, all shifts...........-- (’) (?) () (2) (@) (?) 
Ist shift (2) (?) (4) (?) (3) (2) 
2d shift (2) @) 1) (?) @) () 
3d shift (?) () (2) (?) () (?) 
October 1952: 
All employees, all shifts...................-- 850 8.2 123 5.2 973 7.7 
Production employees, all shifts_. (?) (2) (2) (®) (4) (2) 
ante a dhknans odaheiaahansinl dived (3) (2) (3) (3) (2) (3) 
Te TTT  eaad (3) (?) (2) (2) (3) (?) 
Doce aka poeta cc ctdcclapctngduate (2) (2) (2) (?) () @) 





1 Includes quits, discharges, layoffs, military separations, aircraft direct and allocable aircraft. 
3 Not available. 


Norge.—Turnover information by shifts not available. 


Rate of turnover by occupation 


The 5 highest rates of turnover by occupations for the 3 months ending October 
1952. (Not available.) 


Nore.—The above information is not immediately available. Detailed information can be obtained by 
analyzing daily labor separation turnover sheets for the last 3 months, 


Rate of turnover by department 


Percentage rate of turnover by department, all manufacturing departments. 
(Not available.) 

Major causes of quits— Reducing turnover.—The company has not been successful 
in reducing the quite rate among new employees during the past 3 months. The 
five major causes of quits in the plant and what the company has done in each 
case to reduce them are not available. Exact causes are unknown, 


Quit rate by length of service 


For the 9 months ending September 1952, the quit rate among workers with 
1 month up to 24 months of service was as follows: 


7 | 


Men Women Total 





A ETE, ..., sxc 0anbeseihdeiabeiiliaemiaaiall 0) 0) ) 
Dee () (1) (") 
SUP pee nts ea (1) (1) (1) 
Fe id itcimnsxeytidunasipipiesbiinn. Tuakined () () () 
ai A I RRR I ta Tt (@) (1) (1) 
© Shia (1) (}) () 
OO Ws ocidal dics cha veiens okek- (1) (1) (1) 
1D Oct cbtih iccwnitiniecenéndanene : () () (@) 
ee (4) 0) (1) 








i Not known except on a one-time spot-check basis. 

? On Sept. 27, 1952, a study was completed of 508 probationary employees hired at the beginning of the 
aircraft program. This study showed that 31.1 percent were separated within 3 months, 35.7 percent 
separated within 6 months and 49.8 percent were separated within 9 months. 255 or 50.2 percent remained 
on the roll after 9 months, 
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Absenteeism (aircraft division) 


Absence rates: Percent 
Sy BOs BOOS oi cabot Sondikccdnnscd bee eheadWebewenwwe 5.8 
SnD Se rr alias wk dice teee atten 5. 5 
een Baa tie aceite od id. sn neck n mdm eons a nnw 6. 2 


Absence rates by sex (same 3 months): Not available. 
Absence rates by shift (same 3 months): Not available. 
Five most frequent reasons of absence: Not available. 


Personnel records 


The personnel department was contacted to determine what had been done to 
analyze turnover and absenteeism to find an improved basis of selection, they 
stated: ‘‘The University of Michigan will conduct a survey, a part of which 
will help determine causes of absenteeism and turnover, however, this survey 
has not been started due to lack of union cooperation to date.” 


Women workers 


Women workers (Direct) represent 7 percent of the work force, and the 
attitude of management at this time is most favorable to their absorption in 
aircraft production. The attitude of the UAW is not favorable because of the 
acquisition of the advantages of seniority, which allegedly will pose a series of 
problems. That is, the bumping privilege and resultant elimination of male 
workers who are heads of families, at a later time when the entire plant reverts 
to automobile production. 


Wage and salary system 


The present 5-year contract places Kaiser-Frazer wages and salaries directly 
in line paid by the major automobile builders in the area. The recruitment of 
new workers of good quality and the retention of existing workers are very real 
problems. However, none of the shortcomings can be charged to an inadequate 
pay scale. The differential in the rates paid to supervisory workers average 10 
percent above the scale of journeyman’s rates and even though no overtime is 
paid for ‘‘casual’’ work, this has not created any difficulty. 

Salaries paid to foremen on the second and third shifts are adjusted to the 
premium percentages applied to hourly workers. 

The so-called fringe benefits, under the terms of the present UAW contract, 
are uniformly generous starting with the annual improvement factor which 
followed the cost-of-living adjustment at the outset of the present 5-year con- 
tract. Ample provision for paid vacations and free hospitalization are part of 
the collective-bargaining agreement. There are also the customary paid holidays 
(six—Christmas, Fourth of July, Thanksgiving, New Year’s Day, Memorial 
Day, and Labor Day). 

Safety 

The company maintains a full-time safety engineer, with staff assistants to 
supervise the three shifts in the conduet of an effeetive accident reduction program. 

Records are maintained to reflect the frequency and severity rates by depart- 
ment and type of injury. However, records are not set up to establish trends 
by shifts, jobs, and sex. 

There is a labor-management joint safety committee, composed of six mem- 
bers, the safety director, assistant medical director, and plant engineer who 
periodically confer with three selected union representatives. 


The rates shown on the following table are in accordance with average expect- 
ancy: 











[Percent] 
Accident rates 1951 Year to date 
I RUIN, 5. <cicietinnwnsinestihctdcnghineecasunectiammetiimmeneaiiaemm 1.9 3.1 
AT FOB ie n= prerce pec nessc y+snoschannunsap 5 <Sen apa ge aueeaeee 53 $1 
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The three departments with highest rates: 





Frequency rate: Percent 
Percent nen. ar eC bod ccc c ce cccccucncsce 6.5 
ks No. 213. Center wing depaeftitient.................-- essen senses 6.3 
Zs No. 202. Machining department_.................-.-......----.. 6. 2 
6. 2 No. 312. Tooling and maintenance department (allocable) _.......-- 1. 69 
Severity rates: 
No. 21a) Pusclige departifent . . oo... ooh sss cess oS . 18 
No. 202. Machining department... .-...-.--- ~~ -sscussscesess .10 
Communications 
. As a means of furthering the knowledge of their employees in the general 
ane to affairs of the company, the Kaiser-Frazer Automotive and Aircraft News is 
_ they published and distributed to all employees on a semimonthly basis. The usual 
= emphasis is placed upon the social affairs of the various employee organizations. 
n Suggestion program (incentive cash awards) 
No such program exists at the time. The principle involved has been dis- 
cussed with the personnel director with particular reference to two possible and 
d the desirable objectives; first, to create more interest on the part of the worker in 
on in stimulating his initiative to find new and better ways in which to perform his 
f the job, and in competition with others, offer cash awards and public citations for 
les of more efficient methods for practical, money- and time-saving suggestions; secondly, 
male the recognition of the individual’s importance in the organization improves general 
verts performance standards and improves morale at cost far below the very real 
benefits accruing to management. 
Out-plant conditions 
rectly Housing and transportation.—Since the Kaiser-Frazer plant at Willow Run 
nt of is located in a distinctly suburban area 6 miles from Ypsilanti, 11 miles from 
y real Ann Arbor, and 10 miles from Wayne, there is scarcely any housing with the ex- 
juate ception of a small Federal Public Housing Administration project located at 
ge 10 Willow Run. This means that the 13,000 workers engaged in aircraft production 
me'is commutes daily between these and a dozen other small communities in metro- 
politan Detroit. There is also a substantial number who commute from Dear- 
» the born and west Detroit—distances of 25 and 30 miles respectively. Numerous 
new plants and additions have created a terrific demand for housing of every type, 
ract, particularly rental units which have not been popular in the several nearby 
yhich communities with the builders who have been skeptical of the duration of the 
ms present demand which they feel is not permanent. 
rt of Since the Kaiser-Frazer Co. has relied almost entirely on metropolitan Detroit’s 
days labor supply, it has not actively participated beyond the assignment of a clerk 
orial in the personnel department to assist and direct those who seek better housing. 
Since all workers must be considered as commuters, the problem of transporta- 
tion in the virtual absence of public facilities has had to be resolved by use of private 
is to car “share the ride” program which is strongly sponsored by management through 
ram the means of the personnel department and all plant supervision, _ : 
nart- Bus service by means of limited and costly Greyhound facilities are available 
ande but of little use. The Kaiser-Fraser Co. has conducted an intensive campaign to 
; sell all employees either a Kaiser or a Henry J car at dealer’s cost plus a small fee 
1em- for servicing; and judging by the number of such ears parked in the company’s 
who ample parking facilities, a real contribution has been made to a complex problem. 
rect~ MANPOWER BY CLASSIFICATION 
Final assembly division No. 220 
Processing department No. 201 
Fabrication department No. 201 
date Machining department No. 202 
ote Sub and major assembly division No. 210 
a1 Major work stations 


84931—53—pt. 1—_—-17 
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Manpower by classification by work station—Final assembly division No. 220 




















Utility, Repair, ae Riveter, eh 

Work stations 70214, $1.89 | 70213, $1.84 70210, ” 70205, 70200" 
(single) (single) $1 100-81. 79 $1.61-$1.71 $1 56-$1.66 
No. 8, center wing mating--.... ‘ 15 | OP 4s cetintin ced 153 13 
No. 7, shake down eee aal Tis Khe minteinet hte toed 9 
No. 7, empennage installation _ - 12 } 20 8 30 28 
No. 6, cargo door installation ‘ 28 ll 28 48 
No. 5, outer wing installation | 8 46 25 6 38 
No. 4, cargo floor installation... ........ 4 | 43 2.10.00 19 
No. 3, install personnel equipment. __. 2 23 | PR ee 10 
No. 2, prop. installation 1 | 14 | 6 1 
No. 1, shake down____- ch 6 | REVS Oe iste tedeeesck 48 
Miscellaneous. - - - -- 8 169 OL dicsbeias-. 40 
eae ae 42 | aye sebaliid 
iniaaieal niente nolineeiennasinersns 
Total 64 | 646 | 98 | 217 254 

Total all classifications, 1279. } 
| 





Manpower by product unit by classification 


DEPARTMENT No, ®1—PROCESSING (HOURLY) 
























































Classification Ist shift 2d shift | 3d shift | Total 
oi me wa a — 
Assembly bench hand helper, 70500, $1.56-$1.66_.._...........- 3 18 25 46 
Heat treatment operator, aluminum, 70505, $1.66 $1. dienes 1 | 4 4 Q 
Heat treatment operator, steel, 70510, $1.71 “$18 Dib cnttbdncunnnss | 0 1 1 2 
Utility man, 70514, 10 cents/maximum - - Stihieinaalndiens | 1 1 1 3 
Process equipment, 70605, $1.61-$1.71__........-.......-..-...- 2 8 9 19 
Paint mixer, 70610, $1.61-$1.71._.........-......-...-..-----.-- 2 1 1 4 
Spray painter, 70615, $1.66-$1.76 poiiettndnn «tiptbtdeedelle ics 15 6 7 28 
Utility man, 70624, 10 cents/maximum___..........-........-- 3 6 5 14 
Messen Getel Gheusig): <2... oss sea ak. 27 45 | 3; 53 
! 
DEPARTMENT NO. 201I—FABRICATION (HOURLY) 
Assembly bench hand helper, 70400, $1.56-$i.66 ‘ 5 39 33 77 
Router, drill and saw, 70405, $1.61-$1.71 aia iliconedl 1 17 17 35 
Press operator, 70410, $1.61-$1.71 : artont 1 15 16 32 
Shear operator, 70415, $1.61-$1 71 leTh cede 0 11 12 23 
Brake multiple punch operator, 70420, $1.61-$1.71 2 12 ll 25 
Roll and stretch form, 70425, $1.61-$1.71 1 9 x 18 
Hand former, 70430, $i. Pena eee Bee cele 2 45 42 89 
Drop-hammer operator, 70435, $1.71--$1.81__.._....-.....-- 0 2 2 4 
Utility man, 70444, 10 cents/maaimum 3 32 31 66 
Die and fabricator machine sette r, 70445, 10 ce’ nts/maximum _- 7 37 38 82 
Repairman, 70447, $1.96 (single) _._.____._.._.__-..----.---- 0 13 13 26 
Power-hammer operator, 70450, $1.86-$2.06 (merit) - é 0 1 1 2 
Fabrication total (hourly) ........................-.....- 22 233 224 479 
DEPARTMENT NO. 2022—MACHINING (HOURLY) 
Assembly bench hand helper, 70300, $1.56-$1.66_............_- 0 4 ll 25 
Drill press operator, 70305, $1.56-$1.66___...........---..-.--...].---.-.--- ll 12 23 
Mill operator, 70310, $1. 56-$1. Rs cette hicks Se lita ninttehd ete deh os Aaimincaenlars 38 31 69 
Spar cap mill operator, 70315, $1.61 Re oe ee ee 1 1 2 
Production saw operator, 70320, $1.61-$1.71__........-.---.-----|---------- | 2 1 3 
Ramult drill press operator, 70325, $1.61-$1.71 ned otgensel 4 2 6 
Automatic screw machine operator, 70330, $1.66-$1.76__. ovine) atheowkill 1 2 3 
Engine and turret lathe operator, 70335, $1.66-$1.76_............|.-........ 21 23 44 
Grinder operator, 70340, $1.66-$1.76...................-.-.--...- wall 3 3 6 
Boring machine operator, 70345, $1.66-$1.76___..................| } 1 1 2 
Utility man, 70354, 10 cents maximum__._.-----...-- | 12 10 | 22 
Job setter, 70355, 15 cents maximum__...______-.--...--_--. 41 44 85 
Job setter automotive screw, 70360, $1.96 (single) _- oa 1 | 1 2 
Repairman, 70305, $1.96 (single) pdiwateocvssdibitevethibaabbnas 7 14 
Machining total (hourly) ..........-..............--.-.--s.--- 0 | 157 149 306 
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Manpower by classification 


Division No. 210-—-sub and major assembly: Manpower 
I UE 0 0 i a a anw anges ene pues th 43 
Utility man (assembly), 70014, $1.89 (single)_...........-.-------- 152 
Repairman (assembly) 70013, $1.84 (single) ..........------------- 157 
Assembler (functional), 70010, $1.69—$1.79__..__.....-.---.-------.- 2 
Riveter (assembler), 70005, $1.61—$1.71____...-.-------- $s Cae 754 
Assembler (wrench hand), 70000, $1.56—$1.66___...._._--- Ba acta ee 349 
Welder (spot), 59120, $1.56-$1.66_____......-....------.-----.-- 6 
Utility (spot weld), 59124, 10 cents maximum---_-_-_------- Ri l 
Welder (arc), 70100, $1.76—-$1.86____....----- Te 3 
Repairman (arc weld), 70103, $1.91 (single)_.........------------- 2 
Wes Caan. Toru, Or. vormiiee.. . = oe 2-3 sec eeieccsce celle. 13 
Repairman (gas weld), 70153, $1.91 (single) Setpee cele taes ek 2 
Utility man (gas weld), 70154, $1.96 (single)_.....---- erat ainsi ia ui l 
Sewing machine operator, 57940, $1.61-$1.71___..-........----.---- 10 
Cutter trim leather and utility, 51344, 10 cents maximum_--_-_-__-__-~- 2 
Crane hooker, 41220, $1.56—-$1.66____...__- ee at eee. oe 12 
School, riveting, 70005, $1.61—$1.71 WYO osc cctseerettt eee 7 
School, blueprint, 70005, $1.61—$1.71___- ~~ eee 32-0 49 
eee Gey: Vee e, Wa CNN on ooo oc ccd cdcccUbeccce 17 
School, welding (arc), 70100, $1.76-$1.86_-.-.-...........-......- 9 
School, welding (gas), 70150, $1.76-$1.86__._.._....-.-.------..-- 15 

Sub and major assembly total (hourly)...........-....-.--...--- 1, 606 
Major work stations: 
Dn cen so coos oe cece ee es 65 
Miscellaneous subassembly and canopy_....-.--...-----.------_-_- 36 
Rs teens = Oe eS So re en ~ ae nb A ae ee 107 
EE hed oi, i hab adics kixcun dacs bah kOe ek wk eR ledbn ue 45 
ISS ooo sien 0 abe eee ee nw me itn = = mo ww SY D 37 
a ot ora oo io dmernincce cm deo oad ok wee .« Kaebh 18 
ERTS PRR AE tt setters papel Se SH a 35 
RR Son i oo os on tee = oe oo ae ak a ea 149 
tte oe Ble ae ee es See eee eee eB ee eee 54 
dik nogudanh Atuobqosmann came Soke cree cae ose 132 
SN a eo a ae ee no SD 94 
‘Lope-notvoms sabsasembly fase... 2 cee 101 
ES ln er ee Sa a a ad Oo ne oe EE SUR EL OO AS 114 
eI OI NN nn nm ne on eo ETS 118 
OR ae hres me ES 8S ocr c Corea ae TIA Be 109 
Spe 8 ey ge OG SS eee eee 90 
CW line and station 9-10-11 and 12___.__._-.--_-_--_-_ Lee. 68 
TR SUE OU S ciea a Sorkin a oes ke cee ska betnn 
NE SI 2 2c OSS mee on we wee EN BIE ye SOE a) ks 83 
DINE Sete cc Soon co cb cope cass See sck tees 43 
NE SOW nS So ee She 2 cle Teaadalpcenaowe 17 
I I nso an ais ta edad eee meee hve ae Kiba Raw ee 13 
ee: mene. Sooo ee sc reseed Stee 66 
WOU acc cécetdncecc ska cite esnctkeresieidsscscasie 1, 594 
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DISTRIBUTION OF ENGINEERING PERSONNEL 


Detail breakdown of engineering personnel—Dec. 1, 1952 


Experimental and development: 
Engineers 


wm ee ee ee ee ew eed eee ee ee eee sees 


etetietnetedtadietietietdt tt tt kt ee ee 
































Manufacturing engineering: : 
I iia ile eh ain te ee ce oe oii os) ae ee had oe 198 
SPIE Id istsis ido csoencecentniemn sen taeda amine 2 eee 22 : 
eI os Coca cawceiwocecn« duane =. 257 

ENG ORME AE Meth acanses crane craic ath onan h-tomeerdcc ns aah 477 
So 
ne en ee i ae 49 
dort s an ennne ne sane = mae aaa ce aaneeensde 12 
RUG UNNUEINNR ea es 10 
aie ds sieinnein: Wdenge: site andl Sntidsies ta tne to nde cs rssd ore, Aas gegevens a ee 71 4 
ney COND GUUROOIN So oo. ccd cawnccuenoantiiiien 4 
INI sittintiien. ste eile ech ditecith po aac macnn hase dis mn ene ake A 2 
I I iin ont necadcncadhnueacdeen wuttas simmniis 0 
UGE. ratichntinemenanennuneetite tik bsRbetamialibiaes ait 6 
Plant layout equipment engineers___._.......-.--- ~~ 2... eu tee 32 i 
LI as nn hmrareeesan nots iwc des ah ade a 9 ' 
eR POE... .. oc cctinn~sccosccudhesncanelndans 12 ; 
TUG. usntiens cats nasnmatainalinniiane: dcncmaiaer nade aa 53 ‘ 
OnbRhy GRIT CR cetnnncnccaswapteb canted sdesnisiames 0 ; 
NTU io ws thier sik ks nds wits eetasagdd eo aeoate ne Re aa 0 i 
Engineering personnel (Function on Material Review Board) ____._.- 4 
NN as Cain Gide ion mmivatnrariceiiiitinninaecnctoghings mmcauiaiiniiedale 4 4 
SO NN en er ais cL seaman’ doled 9 ; 
PIU cotvatin chitiiiptineishiaihas «atcwubcer cuakhakan eee 0 
Seb iine WEN. 56 i 8S... nnn ac nnesanenustnssaawd 0 
2 EE Lunch Sobnhnaecmk so ond ekoweeon meee eee 9 
I is nau dsdlibsiain cian Adidas ace aera olin 40 
I a a os ial dint wh dc aig dea ks 0 
SE inn sc. cn olan nate es 14 
ST ccicctcensiendncnntiainace an stg Nn rN ae 54 
Cn IE oo ccc igen cl etaasitae naimiaudmcondaeeadet 1, 139 


1 Carried on K-F rolls as safety inspectors. 
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The engineering training program is a part of the engineering department. 
(See attachment.) 

A brief description of programs for the maximum utilization of the highest 
engineering skills of the engineering personnel. (See attachment.) 

Gosincoring cost reduction programs (other than time-study industrial or 
methods engineering). (See attachment.) 

The engineering department does not use electronic computers. 

The maximum engineering salary and minimum draftsman’s wage rate is 
$800 per month and $294.88 per month (40-hour week) respectively. 

There is a cost-of-living bonus added to the above rates. 

The standard work week is 40 hours. 

Selected groups are scheduled to work up to 48 hours per week. 

Number of additional engineering personnel needed—(all for aircraft engineer- 
ing): 











{ 
3 months 6 monthe 
At present | Protected projected projected 
; at Po wae ee 
pe es nclepelpennnedientinh enna sieiniadmas 3 8 10 
I i ee ieee ence Read mae 5 12 16 
RN OR Sines eRkinceccckdawesesdocceddesonsus 2 er? 4 7 





1 Although no additional plant engineering personnel is anticipated sometinden aircraft tooling engineers 
are needed to take the place of a number of present too] engineers who lack aircraft tooling experience, 


Other items that indicate good utilization of engineering manpower: (See at- 
tachment). 

Production is being retarded by tooling. The present status of tooling not 
correct to latest engineering is caused by the lack of experience among the tool 
engineers rather than the lack of engineers. 

The engineering department anticipates little difficulty on the C-123 program 
engineeringwise providing there are no major engineering changes after testing 
the prototype aircraft. Should testing of the first prototype aircraft indicate the 
necessity of major engineering changes then the program will require tool engineers 
possessing better qualified experience than the average Kaiser Manufacturing 
Corp. tool engineer. 

Aircraft engineering.—On-the-job training of graduate engineers by having 
them assist experienced engineers within the shop liaison, stress, weights, and ma- 
terial review engineering groups. 

The practical training of personnel to fulfill engineering positions within the 
detailing and lofting classifications. 

The training of personnel to fulfill semitechnical positions for the purpose of 
relieving the more skilled personnel so they in turn may be utilized to better ad- 
vantage on engineering work. 

It is to be noted that the engineering department does not maintain a specific 
department or group for the purpose of engineering training. 

The training of personnel to fulfill semitechnical positions and in turn utilizing 
to better advantage technical personnel on engineering work resulting in payroll 
cost improvements, 

Plant engineering.—Orientation program through layout model, on-the-job 
training. 

Specialized training within individual engineering sections. 


Brief description of programs for the maximum utilization of the highest engineering 
skills of the engineering personnel 
Plant engineering—Engineering department divided into specialized sections 
to utilize the highest individual engineering skill. 
Constant examination of background, experience, etc., and placement in the 
proper engineering section. 


Engineering programs (other than time-study industrial or methods engineering) for 
cost reduction 


Aircraft engineering.—It is to be noted that Kaiser-Frazer has manufacturing 
responsibility only, on the C-119 and C-—123 programs. The basic engineering 
design and responsibility being with Fairchild and Chase, resepctively. Kaiser- 
Frazer, however, constantly reviews the design of the product with regard to im- 
proving manufacturing method and procedures. 
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The constant review of engineering changes affecting the manufacturing and 
costs of the aircraft. 

Plant engineering.—Constant analysis of material handling and overall layout 
studies to reduce production costs. 

Constant examination of manufacturing processes to insure utilization of latest 
techniques. 

Providing of adequately engineered projects to cut construction and installation 
costs. 

Frequent analysis of utilities costs. 

The CuarrmMan. The Chair has indicated that Senator Potter, of 
Michigan, from Mr. Kaiser’s State where the Willow Run plant is 
located, has asked to say just a word. 

Senator Potter, we will be glad to hear from you. 


STATEMENT OF THE HONORABLE CHARLES E. POTTER, A UNITED 
STATES SENATOR FROM THE STATE OF MICHIGAN 


Senator Porrer. Thank you kindly, Mr. Chairman, for this oppor- 
tunity to appear before your subcommittee to make this brief state- 
ment concerning this controversy. 

The questions raised concerning the Kaiser-Frazer Corp. with 
respect to its construction and production of C—119 cargo aircraft are 
of serious consequence affecting not only the reputation of the corpo- 
ration but the morale of its 19,476 employees in Michigan. 

Accordingly, I was heartened when the committee asked that all 
the facts be presented in a clear and open manner. The livelihood of 
over 19,000 workers depends upon the continuance of the Willow 
Run contract. Therefore, it is all the more important that the facts 
surrounding these questions be made known as soon as possible. 

I do not condone wasteful practices in the fuifillment of any defense 
contract. These contracts must be completed in a most efficient 
manner and at the least expense. I do believe, however, that in this 
case where several grave accusations have been made against the 
Kaiser-Frazer people in the execution of its contract that representa- 
tives of Kaiser-Frazer should be given a full opportunity to present 
their side of the case. 

I am sure that if the committee has any suggestions to make with 
respect to reducing costs or inefficient operation that these will be 
welcomed and deeply appreciated by the Willow Run corporation. 

I want only to say that the physical and manpower facilities at 
Willow Run have few equals. The skilled labor clearly demonstrated 
this productive output in World War II and at other times. 

Its skill and ingenuity have made invaluable contributions to the 
defense and security of our Nation, and the economic welfare of our 
State of Michigan. 

I am therefore hopeful that the questions raised in connection with 
the performance of the C-119 contract will be cleared up thoroughly 
and without delay. 

Thank you, Mr. Chairman. 

The Cuatrman. Thank you, Senator Potter. We are glad to hear 
from you. 

Mr. Kaiser, do you want to take the stand, sir? 

Do you solemnly swear that the testimony you will give is the truth, 
the whole truth, and nothing but the truth, so help you God? 

Mr. Kaiser. I do. 
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TESTIMONY OF HENRY J. KAISER, CHAIRMAN OF THE BOARD OF 
KAISER MOTORS CORP. 


The CuatrMan. Your full name is Henry—— 

Mr. Henry J. Kartser. Henry J. Kaiser. 

The CHatrMan. And you are chairman of the board of the Kaiser- 
Frazer Corp.? 

Mr. Henry J. Kaiser. That is true. 

The CuarrmMan. And you have requested this committee, by letter, 
to appear and make a statement to the committee regarding the 
investigation which the committee is conducting on the procurement 
of airplanes. 

The committee has before it a copy of your statement which was 
delivered to us, as requested, 24 hours in advance. You may proceed, 
Mr. Kaiser. 

Mr. Henry J. Katser. Mr. Chairman and members of the com- 
mittee, I wish to thank you for the opportunity of appearing before 
you at this hearing. 

Your committee conducted hearings from June 2 through June 5, 
1953, on the award of a contract by the Air Force to Kaiser-Frazer 
Corp. to manufacture C-119 aircraft. These hearings covered the 
award of the contract, performance and costs. During the 4-day 
session, the committee heard from 4 Air Force representatives. No 
witnesses were called from Kaiser-Frazer. 

Your committee has not only granted our request to be heard, but 
has also invited a witness from Fairchild Engine & Airplane Corp. to 
testify today. I will have some remarks to make at a later point in 
this statement about the attacks that have been made on us by 
Fairchild. 

I will also have some things to say about the manner in which 
Fairchild has been performing its contract with the Government to 
furnish us the technical data needed to build the C—119, a plane 
owned for military purposes—not by Fairchild—but by the United 
States. 

Fairchild’s attacks and Fairchild’s lack of cooperation have a very 
important bearing on the false impressions that have been created 
about our operations. 

Senator Symrneron. Could I interrupt you? 

Mr. Henry J. Kaiser. Yes. 

Senator Syminecron. Have you detailed the attacks in your 
statement? 

Mr. Henry J. Kaiser. Edgar will give them all to you on the 
88-page statement as soon as I have finished. 

Fairchild is engaged in a vigorous assault against us in its own 
competitive interest. Competition is healthy, and we are not afraid 
of competition or a fight. 

But first, I would like to take up some of the false impressions about 
our company that were created in the first 4 days of these hearings. 

The line of questioning during the first 4 days did not develop the 
whole story. This created a misleading and incorrect impression in 
the minds of the public. In a number of instances, the actual testi- 
mony given by the witnesses, and especially documents that were filed 
without being read, did not substantiate the impressions that were 
created. 
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The impressions created can be summarized as follows: 

1. The first impression was that the award of the C-119 contract to 
Kaiser-Frazer was irregular, or worse. 

The facts, as shown by a study of the transcript, are that all the 
witnesses questioned on this subject testified there was no political 
pressure—no improper influence of any kind or character with respect 
to the award of the contract. The committee’s investigators have 
complete records with respect to the following facts: 

First, Kaiser-Frazer’s Willow Run plant had long been a part of 
the aircraft mobilization program, and contract studies had been 
under way for utilization of the plant on Boeing B-50’s and B-47’s, 
as a second source, for almost a year before the letter of intent award- 
ing the C-119 contract. 

Definitive contracts, providing for formal studies, in effect for a 
year, before the award of the C-119 contract 

Mr. Anton. You mean formal studies for the C-119? 

Mr. Henry J. Kaiser. No. Formal studies for the B-47 do 
not support the impression created that the decision to use Willow 
Run as a second source was made with haste, or without careful study 
by the Air Foree. 

Two additional and much larger second-source contracts were 
awarded by the Air Force during the same month, one to General 
—— for the Republic F-84, and one to Lockheed for the Boeing 

—47. 

Second, Willow Run was built by the Air Force specifically as a 
major aircraft-producing plant. The Air Force had complete per- 
formance and cost records on World War II production of aircraft in 
the Willow Run plant. The Air Force, therefore, knew Willow Run 
as well as, or better than, any plant in their entire program. 

Senator Symineron. Could | interrupt there? 

Mr. Henry J. Katser. Yes. 

Senator Symineron. What do you mean by that? 

Mr. Henry J. Karspr. The Air Force was fully cognizant and did 
have cognizance of that plant. 

Senator Symineron. There are a lot of plants where the Air Force 
had orders and which took reorders. Willow Run never got up to 
the capacity it was built for—I think we all know that—in B-24’s. 
I don’t quite see why you would imply that it was better known than 
any plant in the entire program. Some of the Air Force plants have 
been going for many years, and some at capacity for many months, if 
not years. 

I just mention that in passing. 

Mr. Henry J. Kaiser, At this point may I have Edgar sworn in? 
He will give you the facts. 

The CaatrMan. Do you solemnly swear that the testimony you 
are about to give is the truth, the whole truth, and nothing but the 
truth, so help you God? 

Mr. Enaar F, Katsur. I do. 

The CuarrMan. Your name is Edgar F. Kaiser. You wish to 
supplement Mr. Henry Kaiser’s testimony in answer to Senator 
Symington? 

Mr. Epear F. Kaiser. I am familiar with the facts because I am 
the president of the corporation. When detailed questions are asked 
I would like to answer those if my father refers the questions to me. 
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The CuarrMan. Senator Symington? 

Senator Symineton. You say the Air Force knew about the Willow 
Run plant better than any plant in the war program. I do not under- 
stand that. It is a plant that never operated at capacity. The war 
was over before it really operated well. 

Mr. Epaar F. Kaiser. It did get over 400 airplanes a month. 
Willow Run was the subject of great criticism during World War II 
because it had very high costs in the beginning and it was slow to 
start. But once it got rolling, if my recollection serves me correctly, 
it was considerably | a lower cost producer than the prime producer. 
I think it got down to three-tenths of a man-hour per pound. 

Senator Symrneron. I think a very good job was done there but 
I just do not see why you feel that inasmuch as the plant neve got 
to capacity that it was better known than any other plant in the Air 
Force program. 

Mr. Epear F. Karser. I think for this reason: we feel, and our 
people feel, that an impression has been created that the Air Force 
ust overnight walked into Willow Run and handed this contract to 

Keiser tt razer without any consideration of it. There had been long 
months of study on the plant. They knew what kind of a plant it 
was, what type of aircraft it was suited to. This was not something 
that just came up to go into. We say that the real point here is that 
this was not—there are a lot of dates brought into this as though we 
just suddenly walked into this on December 5, said ‘Boys, we have 
some money from the RFC, we were told to get defense work and 
we walk over and get some.” That is not what happened. 

Senator Symmnetron. As you know, I know a little bit of what did 
happen. You were anxious to get going on aircraft production in 
that plant. 

Mr. Epve@ar F. Karser. That is right. 

Senator Symineron. I felt that was inadvisable, as you know. 
We discussed that. 

Mr. Epnaar F. Karser. I think you were more concerned about 
the business itself. 

Senator Symrneton. I was only going to this particular point. It 
would be my impression that the Atr Force knew some plants a great 
deal better than they did this particular plant. 

Mr. Epear F. Kaiser. To answer your question, the cost of Willow 
Run at the end will answer why it was well known. It had such a 
remarkably low cost. 

Senator Symineron. I do not doubt it was well known. You say 
better known, in effect. You imply it is better known. I do not see 
how that is possible. 

Mr. Epe@ar F. Kaiser. Any program that gets under fire—as 
Willow Run was under World War I]—gets pretty well known. 

Mr. Henry J. Katser. Third, with the Chinese Communist armies 
pouring into Korea, at the very time the award was made to Kaiser- 
Frazer, the urgency of the requirement for additional cargo aircraft 
was not only evident, but a matter of public knowledge. 

Fourth, Kaiser management has an excellent World War II per- 
formance 'record—outstanding as to both cost and production speed. 

Mr. Anton. Do you refer here to aircraft of an outstanding record 
as to both cost and production speed? 

Mr. Henry J. Katser. Any item you want to take up. 
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Mr. Anton. I am interested in—— 

Mr. Henry J. Katser. Which one? 

Mr. Anton. Does this include aircraft? 

Mr. Henry J. Kaiser. Yes, it does. 

Mr. Anron. Here is a document from the Navy. It is entitled 
“Synopsis of Review Board Hearings on the BTK Navy Torpedo 
Bomber.”’ This bomber was built by Kaiser Fleetwings. The con- 
tract was given in March 1944 for 22 of these torpedo Sanders, In 
August of 1946 the Navy terminated this contract after only five 
bombers had been completed. Among the reasons given in this 
document are these two: The contract had entered “the runaway cost 
status and secondly, the contractor failed to produce airplanes fast 
enough or in sufficient quantity to be of use.”’ 

Would you not say that Kaiser-Frazer performance of the C-119 
contract bears a striking resemblance to the torpedo bomber contract? 

Mr. Henry J. Kaiser. I think you ought to give me time to get 
that information correct. There have been so many false statements 
presented here that I think now we ought to have real, truthful 
statements. Why do you not mention Brewster? 

Mr. Epnear F. Kaiser. Dad, I think I can answer. I know some- 
thing about that contract. 

Mr. Henry J. Kaiser. All right. 

Mr. Epear F. Kaiser. I think you areright. I think there is some 
similarity between the two. But it is not the one that you are trying 
to draw. The similarity is this: In 1946, when that contract was 
canceled, the war was over, World War II was over, and we were on 
a downgrade at Kaiser Fleetwings. We had a large work force that 
had been doing B-17’s more than competitively with the industry— 
B-17 parts. On a downgrade, at the end of the war, you got a real 
problem; bring down your overhead. It is another instance of repro- 
graming. ‘The airplane also, it is probably contained in that report—I 
have not seen it—also is not as operational as some other aircraft that 
the Navy had in production. At Willow Run you had the same 
thing. Rush into it at Korea, tool for 93 with your machine tooling 
capacity, have a PAB behind it of 200, and be ready to turn it on. 
A reprograming that brings you back down. I think they are similar. 

I do not think you draw the conclusion that management is ‘‘no do.” 
You draw the conclusion that the conditions were the same at the 
same time. 

Mr. Henry J. Katser. You must have in your possession five 
telegrams from the Navy commending Kaiser-Frazer. Have you 
those in your possession? 

Mr. Anton. Are you talking about the Brewster contract? 

Mr. Henry J. Kaiser. Yes. Have you those telegrams? 

Mr. Anton. I believe you have put them in the record. 

Mr. Henry J. Kaiser. Why do you mention those? 

Mr. Epaar F. Katser. Why do you only bring out the bad ones? 

The CHarrMAN. Just a minute. 

Mr. Epear F. Katser. I beg your pardon. 

The CuarrMan. We are asking you questions. You are testifying, 
rather than putting members of the staff on the griddle here. Go 
ahead, Mr. Kaiser. 

Mr. Henry J. Kaiser. Fifth, the only plant producing the C-119— 
the Government-owned Hagerstown plant—was scheduled to full 
capacity. 
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Mr. Anton. Could I interrupt you? 

Mr. Henry J. Katser. Yes. 

Mr. Anton. According to the testimony of General Cook, given 
to this committee, and Mr. McCone, the production of the Hagers- 
town plant was 8 planes a month. That was not the full scheduled 
capacity. Are you right or is General Cook right? 

Mr. Epa@ar F. Kaiser. We are both right, and again you are 
drawing the wrong inference. General Cook said that they are on an 
accelerating schedule if I recall it correctly, that they had been au- 
thorized to increase that schedule—and I am quoting from memory 
now, not what Cook said but my recollection of the program—that 
they were scheduled at that time to go up to 22 and they subsequently 
increased it to 30 some-odd. 

Mr. Anton. Do you know when that schedule went into effect? 

Mr. Epaar F. Katser. No, sir; I do not. 

Mr. Anton. To 22 and then 30? 

Mr. Epear F. Katsur. No, sir. 

Mr. Anton. The documents that we have on file indicate it was not 
until a year later. You may proceed. 

Mr. Epaar F. Kaiser. That it was not a year later that they were 
authorized to increase from eight a month? I think there is something 
wrong with that because if they were a year later building 22 a month 
then they did something without being authorized to do it. 

Mr. Anton. You may proceed, Mr. Kaiser. 

Mr. Henry J. Kaiser. Therefore, another source was needed to 
meet the C-119 requirement. Right there I would like to say that 
they did develop a source. They spent several millions with Fairchild 
on the Douglas plant later. The other available and suitable facilities 
were all earmarked for even more urgent projects, such as the produc- 
tion of B-47 bombers. In spite of all the above facts, the impression 
was created that the Air Force was not justified in selecting the Willow 
Run plant. 

2. The second impression created was that Kaiser-Frazer’s costs 
on the C-119 contract are excessive and exorbitant, that management 
is inexperienced in aircraft production, that operation is inefficient, 
and that the Air Force has failed to exercise proper control. However, 
the committee’s staff has been supplied with complete information 
with respect to Kaiser-Frazer’s performance and costs, as well as the 
Air Force reports on the quality of our performance. But the 
favorable portions of this information were not brought out at the 
hearings. 

Senator Symrneton. Could you develop that? What do you mean 
by favorable portion? Would you mind touching on that lightly 
at this point? 

Mr. Epaar F. Kaiser. I think perhaps the most outstanding is 
the Air Force sent in a survey team. It made several reports on the 
conditions overall, at Willow Run, while the C-119 was being built. 
I think there are three reports. The last report, if I recall correctly, 
was some time in April, which is available to this committee, goes 
down the line with a great list. It is rather complimentary of what is 
done at Willow Run and what we have done. No mention was made 
of that at this hearing. We have detailed parts of it. 

Senator Symrneton. Thank you. 
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Mr. Henry J. Kaiser. The committee staff had numerous reports 
in its possession, showing the findings of Air Force teams that visited 
the Willow Run plant during various stages of the production opera- 
tions. As we will thow in our testimony, these reports reflect material 
improvement in all phases of operation, and conclude that our organi- 
zation compares favorably with those of other airframe manufacturers. 
There are some 750 management and supervisory personnel in the 
Aircraft Division at Willow Run who have had. previous aircraft 
et These facts have not yet been brought out in these 

earings. 
Gensel Cook stated a number of times in the hearings that Kaiser- 
Frazer’s costs should not be compared with Fairchild’s. General 
Cook offered to provide an expert witness to furnish an analysis of 
.why the cost figures are not comparable, but this witness was not 
called before the hearings were recessed. 

The impression has certainly been left in the public mind that 
Fairchild’s costs per plane can fairly be compared with our costs. 
The $260,000 cost of Fairchild is after Fairchild has had the benefit 
of a Government-furnished plant, free of cost to Fairchild; a large 
portion of its tooling costs and plant rearrangement costs written off 
on previous contracts; and learning experience gained on over 800 
aircraft of the same basic type. Kaiser-Frazer’s cost of $1,200,000 per 
plane is based on a privately owned plant, with all of the tooling and 
all the plant rearrangement costs written off on a total of only 159 
planes. No one brought out the fact that, if Kaiser-Frazer built 
Ne or more of this basic type of aircraft, its costs would be $260,000 
or less. 

Mr. Anton. Might I interrupt you at this point, Mr. Kaiser? I 
think the committee would be interested in knowing how you calcu- 
lated this figure. 

Mr. Envear F. Karsmr. I think I can show you that. This gives 
you a pretty good picture of what the comparison is, This material 
is taken from the Air Force source books and this shows the World 
War II records of man-hours per pound of airframe weight in various 
planes. It shows the B-24 at Ford Willow Run, which is the A 
curve. Starting out, if you will notice, with the highest cost, goi 
clear down here below anyone else. These are man-hours per soe 
of airframe, and it is a logarithmic chart. So you see this is 4, 10, 
20,40. These are planes, starting with 1 plane, 10 planes, 100, then 
it goes in increments of 150, 200, 400, and so on. 

enator Symrneron. Mr. Kaiser, could I interrupt you there? 

Mr. Epear F. Katser. Surely. 

Senator Symrneron. You have been in the production business for 
a long time; have you not? 

Mr. Epa@ar F. Kaiser. Yes, I have. 

Senator Symineron. That is my impression. We have discussed it 
alot. When this contract was made you made an estimate of what 
the plane would cost and gave it to the Air Force? 

Mr. Epear F. Katsur. Not at the outset. 

Senator Symineron. Have you ever made an estimate of the cost 
of the plane? 

Mr. Epa@ar F. Katszr. Yes. 

Senator Symineron. When? 

Mr. Epear F. Kaiser. I made two. 
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Senator Syminctron, Two in what year? 

Mr. Epear F. Kaiser. We made the last one in May of 19—I think 
it is May—of 1952, which reflected the stretchout program. 

Senator Symineron, Is that the first estimate you made of the 
cost of the plane? 

Mr. Enaar F. Kaiser, No. 

Senator Symineton. What was the first estimate of the cost? 

Mr. Epa@ar F. Kaiser. The first estimate, I think, was about 
6 or 8 months after the letter contract, after we had had a chance 
to get the drawings and study them over. 

Senator Symington. Would you mind putting a rough date on 
that? 

Mr. Enear F. Katser. I think by November of 1951. 

Senator Syminetron. What was that figure? 

Mr. Epe@ar F. Kaiser. About $840,000. 

Senator Symineron, What is the cost of the airplane to the Air 
Force today? 

Mr. Enaar F, Kaiser. I cannot answer that because I am getting 
into trouble 

Senator Symincton. Would you care to guess at it? 

Mr, Epear F. Kaiser. A different airplane. You see, this reflected 
a model—the 840 reflected a model C. This committee does not 
have the understanding that we have built an F, not a C, 

Senator Symmneron. You are the president of the company? 

Mr. EnearF. Kaiser, Right. 

Senator Symineron. Do you not know what the estimated cost 
of your airplane is today? 

Mr. Epear F. Kaiser. What the estimated cost is? 

Senator Symineron. Yes. 

Mr. Epear F. Katser. Yes. 

Senator Symineron. What do you figure the cost today? 

Mr. Epgar F. Kaiser. On what basis? 

Senator Symrineron. On the basis of what you will be paid for 
when you deliver the plane. 

Mr. Epa@ar F, Kaiser. No. We do not get paid per plane. You 
mean on 159? 

Senator Symineron. All I am saying is you gave a cost of eight- 
hundred-some-thousand dollars. 

Mr. Epa@ar F. Kaiser. That is on 200. 

Mr. Henry J. Kaiser. On a different plane. 

Senator Symineron. What is the estimate on the cost of the plane 
today? 

Mr. Epa@ar F. Kaiser. On the basis of 159, C-119F’s, with com- 
plete amortization, a preproduction, plant rearrangement, machine- 
tool capacity for 93, prepared necessary capacity to 220, about 
$1,247,000. In that neighborhood. 

Senator Symineron. Do you think that figure is going up or do 
you think it is going down as an average in this contract? I am look 
ing at the B-24 charts but I do not think they are quite comparable 
to C-119 charts. 

Mr. Epgar F. Kaiser. The Air Force estimators think it is going 
up. I think it is going down. 

Senator Symineron. That is what I wanted to know. Thank you. 

Mr. Epa@ar F. Kaiser. But I still want to cover the picture here 
as to where Kaiser-Frazer’s C-119 man-hours fit in relation to these 
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major programs. That does not show excessive, exorbitant. That 
shows we are about average and I wish we were better. 

Mr. Anron. How many man-hours is it taking per plane right now? 

Mr. Epear F. Karszr. I cannot answer the question, and no one 
else can. We can give you estimates. Just a minute. Let me tell 
Ze why I cannot because it is fair to tell why you cannot do that. 

hese airplane costs are kept in lot numbers. ts of so many air- 
planes. There is a group of parts being made here, and a certain 
number of lot numbers. It is impossible to plug the figure that you 
are asking for. 

Mr. Anton. What figures do you use to arrive at this chart? 

Mr. Encar F. Kartser. What you do is take the completion of the 
lot numbers of airplanes. 

Mr. Anton. In man-hours? 

Mr. Epear F. Katsur. In man-hours. Then you take the out- 
side—because this includes outside subcontractors because we de- 
veloped new contractors also. 

Mr. Anton. How many points did you use in man-hours to arrive 
at that chart? In other words, you took one block of man-hours, 
subsequently another block of man-hours, and possibly another. 

Mr. Epear F. Katsur. To this point, we are based on 71 equiva- 
lent airplanes. 

Mr. Anton. What are the man-hours per plane at that point io 
order to draw the formula? That has to be done, you know? 

Mr. Epear F. Katsnr. I want to refer to the figures because this 
is & per pound of airframe basis. I can give you foo figures on an 
equivalent lot basis. Let me refer to them so I am not quoting some- 
thing and then get into trouble about that later. 

Senator Symineton. Could I ask one more question? 

Mr. Epaar F. Kaisur. Yes. 

Senator Symineton. If you believe the costs are going down and 
the Air Force believes they are going up, at this point, in order to 
save a lot of the interest in the committee’s problems, would you be 
willing to take the job from here out at a fixed price? 

Mr. Epa@ar F. Kaiser. Our testimony offer is we will do it without 
redetermination. 

Senator Symineton. At a fixed price? 

Mr. Epgar F. Katsnr. Yes; without redetermination. 

Senator Symineton. What is the fixed price? 

Mr. Epne@ar F. Kaiser. We do not know because we would have to 
determine what the conditions are. After all, this has just come up. 
We have to make an estimate on it. If I say what it is, it is going to 
be considerably less than this $1,200,000, I can tell you that. at 
is going to mislead you, too. You see, as Senator Bridges said, $168 
nihhiin for 59 airplanes, that is not right. 

Senator Symineron. You would not want to take a fixed price to 
include tool amortization? 

Mr. Epaar F. Kaiser. We have been paid 

Senator Symineron. Naturally, it should be less. 

Mr. Epaar F. Kaiser. We have been paid so much already. So 
the finished item contract is going to be considerably less per airplane. 

Senator Symineron. Would it be less than your original price on 
the first 200? 

Mr. Epaar F. Katser. Yes, sir. 








creat 
M1 
Th 
Mi 
Se! 
talkit 
Mi: 
Se 
Th 
get t 
Wha 
I am 
M 
liar? 
Tl 
men 
M 
the 1 
glad 
Tl 
M 
past 
Tl 
hear 





That 


now? 
one 
: tell 
that. 

air- 
‘tain 

you 


‘ the 


and 
r to 


1 be 


lout 


e to 
up. 
x to 
‘hat 
168 


une. 
/ on 


AIRCRAFT PROCUREMENT 267 


Senator Symrneron. Under $800,000? 

Mr. Epaar F. Kaiser. Yes, sir. 

Senator Symrneton. For how many airplanes? 

Mr. Epcar F. Katser. For the balance of the contract which 
probably, if it is 159, by the time we negotiate it, I would guess 60 to 
70. 

Senator Symrneron. Thousand dollars? 

Mr. Epear F. Katser. No, number of airplanes. You said “for 
how many airplanes.” 

Senator Symineton. Would it be under $260,000? 

Mr. Epve@ar F. Katser. No. 

Senator Symrneron. Would it be over that? 

Mr. Epear F. Katser. Yes. 

Senator Symineron. How much over, do you think? 

Mr. Epear F. Kaiser. Do not ask. Let me make the figures. 

The Cuarrman. Mr. Kaiser, you referred to $1,200,000 here. The 
last testimony of the Air Force was that it was $1,337,000, some 
figure like that. 

Mr. Eva@ar F. Kaiser. No, it was not. 

The CxHarrman. I beg your pardon but it was. That was the 
testimony of the Air Force. Mr. Henry Kaiser in testifying here said 
that a great many false statements had been made. The only witnesses 
were former Secretary McCone and the Air Force officials. What Mr. 
Henry Kaiser has done is virtually accuse them of committing perjury 
before this committee. 

Mr. Henry J. Karsmr. I have not. ° 

The CuarrkMaANn. You said they have made false statements. 

Mr. Henry J. Kaiser. I did not say they did. 

Mr. Epear F. Kaiser. False impressions is what we said were 
created. 

Mr. Henry J. Kaiser. Because you did not give all the testimony. 

The CuarrMan. We did not give all the testimony? 

Mr. Henry. J. Karspr. That is right. 

Senator Symineton. Mr. Kaiser, you do not mean that. You are 
talking to the chairman of the committee. 

Mr. Henry J. Kaiser. No. 

Senator Symineron. What do you mean? 

The Cuarrman. I have given no testimony here. We are out to 
get the truth. What I would like to have you tell is the truth. 
What I would like to have you tell is the truth. Now, sir, just proceed. 
I am trying to be courteous and nice to you. 

Mr. Henry J. Karser. Senator, are you accusing me of being a 
liar? 

The Cuarrman. No, sir; you said somebody is making false state- 
ments. 

Mr. Henry J. Katser. I did not say false statements. You read 
the testimony. If you want to go into truthful statements I will be 
glad to cover them all with you—— 

The Cuarrman. I want all the facts. 

Mr. Henry J. Kaiser (continuing). All your statements in the 
past, and all mine. And they will stand up. 

The CuatrmMan. I think mine will, too. So let us go on with the 
hearing. I want to be courteous and give you every fair chance. 
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Mr. Henry J. Kaiser. I do not want you to accuse me of making 
false statements. 

The Cuatrman. I know what you said here, certainly, if you had 
false impressions 

Mr. Hewry J. Kaispr. What I said here is as clear as crystal and 
it is in writing. 

Mr. Evear F. Katser. Mr. Chairman, may I clear up this 
$1,300,000? 

The CuarrMan. Yes, sir. 

Mr. Evear F. Kartser, If I read the transeript correctly, the 
$1,300,000 is the Air Force auditor’s estimate of what he thinks it 
will cost to complete. With all due respect to Mr. Solomon and his 
judgment, I do not think an Air Force auditor is an estimator of costs 
of completion. We have submitted detailed facts that seem obvious 
on the surface that he cannot be right. A conclusion was drawn and 

ou drew it. You made the statement that the cost is $1,300,000. 
hat is not a right statement, Senator. That is an estimate, made 
by an Air Force auditor. 

Senator Symineton. Mr. Chairman, I would like to be clear on 
this. If any injustice is being done—can you not take the amount 
of money that is spent and divide it into the number of planes that 
you shipped and find a price? 

Mr. Enaar F. Kaiser. No. 

Senator Syminc ron. You cannot do that? 

Mr. Epaar F. Katser. No. It does not give you a fair answer. 
You see all the stuff is down the line. 

Senator Symineron, Later on your costs will come down, 
presumably? 

Mr. Enacar F. Katser. Right. 

Senator Symineron. If your costs increased, and apparently there 
is a difference of opinion as to whether they will or will not increase, 
then it would be a very fair answer. 

Mr. Epacar F. Kaiser. Our costs are coming down per plane. 

Senator FLanpgers. Mr. Chairman? 

The Cuairman. Senator Flanders? 

Senator FLanpers. One of the elements in this situation, as I see 
it, I mentioned briefly in the previous hearings, and that was where 
you have costs of tooling, costs of developing manufacturing, costs of 
training workmen, there should be a heavy initial cost per plane, and 
there should be a continuing decreasing cost per plane as the number 
of planes delivered approaches the total. I think we have got to 
recognize that in this discussion, and if there is not, however, a de- 
creasing cost per plane, as the total order approaches completion, 
there is something the matter. But we must not be suprrised if the 
costs of the first planes are high. We must expect that the costs of 
the final planes will be very much lower. 

Senator Byrp. I would like to ask a question. 

The Cnairman. Senator Byrd? 

Senator Byrp. Would you be willing to accept future contracts on 
the basis of the cost of the Fairchild’s? 

Mr. Epve@ar F. Kaiser. No, sir. 

Mr. Henry J. Katser. The 800? 

Mr. Epe@ar F. Katsur. What he is saying is at the same point. of 
production. Yes. 
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Senator Byrp. In other words, you have had your preliminary 
experience of 2% years. have you not? 

Mr. Ep@ar F. Kaiser. The learning curve. We have to make it 
clear. If we build 800 airplanes, or more of this same basic type, I 
would say we would take them for less than their 260. 

Mr. Henry J. Kaiser. Less than Fairchild, for 800. 

Senator Byrp. Suppose there are 100 or 200? 

Mr. Henry J. Kaiser. Then if you take them at the same price 
as Fairchild, Senator, you have to go back to their C-82 at the same 
time at the same stage, and it cost them about $1,300,000 something, 
just by Air Force records. We have those records. 

Senator Byrp. You have that. Both of these companies have 
had experience. Let us get beyond that. Some day you have to 
get these costs down to some reasonable figure. Let me ask you this: 
You say you will accept these contracts on a fixed amount? 

Mr. Henry J. Kaisur. That is right. 

Senator Byrp. Would you accept them, that fixed amount being 
the cost that it cost Fairchild? 

Mr. Henry J. Katspr. Based upon the learning curve of Fairchild. 
Based upon what their costs were as they came down that curve. 

Senator Byrp. Do you not think 2% years is long enough to waste 
public money to get the planes started? Rather, to have a reason- 
able cost? 

Mr. Epe@ar F. Kaiser. We did not waste the public money. 

Senator Byrp. Somebody had some heavy costs here. I do not 
know whether it was wasted. When is the time coming when you are 
going to get down to an efficiency basis? 

Mr. Hunry J. Karser. It is a learning curve that you go by. 
Every aircraft company goes by a learning curve. 

Senator Byrp. These curves are very difficult to understand. 
How long will it take, with your experience, to get on an efficient, 
competitive basis? 

Mr. Epear F. Kaiser. Senator, he is giving you a good answer. 
You do not measure it in time. You measure it in numbers of air- 
planes. What we are saying to you is that we feel our operation is 
competitive with Fairchild on the same number of planes. You 
do not measure it in time. 

Senator Byrp. How many planes have you built up to date? 

Mr. Epear F. Kaiser. We have delivered over 50. Fifty-nine, 
I think. 

Senator Byrp. Are you asking for other contracts, other business? 

Mr. Epne@ar F. Kaisnr. No, we have not been, other than what we 
have now. 

Senator Byrp. Have you been offered any other business? 

Mr. Epaar F. Katser. Not for completed airplanes. 

Senator Byrp. Do you expect to get any other business from the 
Government? 

Mr. Epaar F. Kaiser. Yes, sir, 

Senator Byrp. Why do you expect it? 

Mr. Epear F. Kaiser. That is a broad question. If we are 
talking about at Willow Run, because I think we are competitive at 
Willow Run, and because I think it is good for the Government to 
have that capacity and to have a trained force there both in manage- 
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ment and labor available to turn on, and not to have to wait 2 years 
to develop it. 

Senator Byrp. How long will it be before you would be on a com- 
petitive basis with Fairchild? 

Mr. Epear F. Katser. I really think before we build the same 
number they have. 

Senator Byrp. When? There must be some months or years. 

Mr. Encar F. Kaiser. I am not dodging your question. I am 
merely answering. 

Senator Byrp. Give an approximate date of when you will be on it. 

Mr. Epaar F. Katser. We say we are at the present time. Let’s 
answer it that way. 

Senator Byrp. I understood you to say that you were not at the 
present time, because you did not have this learning curve. 

Mr. Epear F. Kaiser. Senator, I am not doing a very good job of 
explaining to you. When you build 100 airplanes, they cost more per 
plane than when you build 800. What we are saying to you is that 
when we have built the same number of airplanes, we will build them 
at the same or lower costs than Fairchild, or, to put it the other way, 
we say that we are competitive with them at the point where we are 
today, in comparison to where they were. 

Senator Byrp. How many planes has Fairchild built? 

Mr. Encar F. Kaiser. Over 800 of this basic type. 

Senator Byrp. In other words, you will not be on a competitive 
basis until you have built 800? Is that it? 

Mr. Epe@ar F. Karser. I just said I think we will be there ahead of 
them. 

Senator Byrp. Could you give any month or any date any year, in 
the future, when you would be on a competitive basis? 

Mr. Epcar F. Katser. We have a contract for only 159 C—119’s. 
We will be phased out of the program completely. 

Mr. Henry J. Kaiser. In how many months? 

Mr. Epear F. Katser. By January. 

Senator Byrp. You expect to get other business, I assume. 

Mr. Epear F. Karser. There is a contract, a follow-on contract, 
but it is a subcontract to build the C—123, that Chase Aircraft holds 
the prime contract on. 

Senator FLanpers. Mr. Chairman? 

The CuarrmMan. Senator Flanders. 

Senator FLanpers. I would like to make some inquiries about the 
nature of these contracts. Is it in the contract that you entirely 
absorb the tooling and other costs in your 159? 

Mr. Epwarp F. Katser. Yes, sir. 

Senator FLanpers. So that all those costs are spread over 159 
planes? 

Mr. Epaar F. Kaiser. Yes, but I would like to go just one step 
further. On the comparison figures that you were given, at 71.4 
airplanes, as submitted, the Air Force auditor at Willow Run wrote 
off all the tooling on the 71.4. He did not even give us the 159. 
That is the comparison. 

Senator FLanpers. That is the point that I am coming to. So 
that we have to take into account the writing off of the total amount 
of the total costs on the total planes, rather than on the state of the 
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affairs of producing the tenth plane, the 20th, the 50th, or whatever 
it may be. 

Mr. Epa@ar F. Karser. That is right. 

Mr. Henry J. Katser. Kaiser-Frazer’s cost of $1,200,000 per plane 
is based on a privately owned plant, with all of the tooling and all the 
plant rearrangement costs written off on a total of only 159 planes. 

No one brought out the fact that, if Kaiser-Frazer built 800 or 
more of this basic type of aircraft, its costs would be $260,000 or less. 
The Willow Run plant, in World War II, a second-source B-24 pro- 
ducer, was severely criticized for high costs and low production in the 
early part of the program—but once it started rolling, it was a high- 
volume producer, and the Air Force source books show its costs were 
under the prime producer. 

The impression is also left that the costs of Fairchild-built planes, 
on which testimony was submitted at the hearings, are for the same 
plane that Kaiser-Fraser is building. Actually, the Fairchild costs, 
as reported by Mr. Mautner for 71.4, 159, and 412 planes, respectively , 
are all for C-119C’s. Kaiser-Fraser, however, built only C—119F’s. 
The C-119F is a different airplane than the C—119C. 

Mr. Anton. Could I interrupt? 

Mr. Henry J. Katsmr. Yes. 

Mr. Anton. Could you tell me what model plane Fairchild is 
building now? 

Mr. Henry J. Kaiser. F, after we went through the experiment 
with their tools. And their tools were 75 percent wrong, 50 percent 
of which had to be rebuilt. I will get into that latter. 

Mr. Anron. Would you please tell the committee what model 
at the present time Fairchild is building? 

Mr. Henry J. Katser. F. 

Mr. Anton. The committee has in its files documents to show 
that the Fairchild Co. is at present building the G model. 

Mr. Henry J. Katser. That is new tome. Is it new to you? 

Mr. Epear F. Kaiser. I do not think it has any bearing on the 
question. 

Senator Symrneron. I think it has this bearing: If you are talking 
about changes in production cost, and you have done the changes in 
the costs for the F model and Fairchild has had the benefit of that and 
is now building the G model, that is pertinent. 

Secondly, it also means that if they are making a new model with 
all the changes involved in it, the G-model for a price of around 
$264,000, or whatever it is, around that figure, I would say that is 
pretty good manufacturing based on these reports. 

Mr. Henry J. Katser. But you have to know how many they built, 
and what the changes were. Was there one change? Were there 10 
changes? Or was it in the case of the C to the F? 

This airplane was changed 30 percent. 

Senator Syminaton. I would say the implication of your testimony 
is that you are building the C and they are building the F, that you 
made the changes in the F and they got the benefit of it. 

If they are making the G they are making the changes in the G and 
you will get the advantages of it. 

Mr. Epear F. Kaiser. I think if you read it you will get that. He 
is not saying that. 
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Mr. Henry J. Kaiser. There were some 80 changes required to 
develop the F model, the major changes being different engines and 
a change from electrically actuated landing gear and control surfaces 
to a hydraulic system. Therefore, Mr. Mautner’s cost comparisons 
are not on comparable planes. 

The original award to Kaiser-Frazer contemplated building the 
C model. The change to the F model was ordered in January of 
1951. Fairchild was responsible for furnishing Kaiser-Frazer the en- 
gineering information on the change from the C to the F. The F 
changes were received all during the time we were tooling and build- 
ing the planes. 

Complete engineering information for the F model was not re- 
ceived until a year after the time of the contract change. A number 
of the priming parts furnished Kaiser-Frazer by Fairchild were 
C-119C parts, and Kaiser-Frazer had to modify them when possible, 
to F parts. 

You know enough about planes to know that when you have to 
go in to modify tooling that is incorrect and not furnished, you have 
more of a problem. That cost hasn’t yet been represented. 

In spite of all this, Kaiser-Frazer delivered to the Air Force the 
first C-119F only 1 month after the last engineering information was 
received and simultaneously with the completion of Fairchild’s first 
production tryout F model. 

Mr. Anron. When was the first F model assembled at Kaiser- 
Frazer off the line? 

Mr. Ep@ar F. Katser. What day was it off the line? 

Mr. Anton. What date did it come off the line, the first F model? 

Mr. Epe@ar F. Kaiser. Before it was accepted? 

Mr. Anton. Yes, before it was accepted. The time you had the 
dedication ceremonies. 

Mr. Epva@ar F. Katspr. That was May 8. 

Mr. Anton. Are you sure it was May 8? 

Mr. Epe@ar F. Kaiser. March 8. 

Mr. Anron. March 8 is when the first F model came off? In view 
of the fact that the first Fairchild F model came off their line in Novem- 
ber of 1951, what is your comment as to the changes that Fairchild 
also had to make in going to the F model when your model came out in 
March 1952 and their F model came out in November 1951? 

Mr. Epoar F. Kaiser. I don’t understand your question at all. 
We are not claiming that Fairchild did not have to do the engineering 
and develop it and do that. We did not do that. He did that. 

There is no claim here that we did all that. The claim is that we 
were building a different airplane, aud the engineering was not avail- 
able at the time, and we knew in general where the changes were 
going to be. 

But that is difficult. In order to accelerate the program you start 
building the tools, the C tools. I don’t quite understand your ques- 
tion. 

Mr. Rxuopgs. You were talking about absorption of costs for a new 
model. At least I understood you to say that you were talking about 
absorption of costs for a new model. 

Mr. Henry J. Kaiser. Changes in tooling, incorrect tooling. 

Mr. Ruopegs. Yet, I believe the burden of Mr. Anton’s statement is 
that the Fairchild people had some months earlier, in November, as a 
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matter of fact, gone through all these things, completed the engineering 
changes and run their first model off. 

Can you explain why it was so burdensome to you to come up with 
the F model? From your statement you indicate that you have taken 
the brunt of the thing. 

Mr. Ev@ar F. Karsmr. I just got through saying that. We did 
not claim we took the brunt of it. This is the point of the whole 
thing. We are not saying we developed the F. We say Fairchild did. 

What we do say is that a lot of costs were submitted, Fairchild 
costs which were C costs and are compared to F costs. That is the 
point of this statement. Is it fair to compare a cost on a developed 
airplane without taking into consideration the initial airplane which 
was the C-82, and compare those, when we are trying to build an 
airplane, with 30 percent of the information not available? 

That is my point. This is not a fair comparison. 

Mr. Ruopss. It occurs to me that you are just arguing for an 
arithmetical comparison of costs. 

Mr. Epnear F. Karser. When I have been crucified by one and 
claim to have excessive costs, and wasteful? I have to argue for 
something. 

Mr. Raopes. You are picking up the argument that the F model 
was exceedingly costly to you because you had some 30 percent of 
changes, at least I understood Mr. Henry Kaiser to say that. 

Mr. Henry J. Katsur. It says that here. 

Mr. Ruopsgs. In your statement you said that. But months 
earlier, in November, Fairchild had already gone through and produced 
its first F model. 

I cannot see the burden of your argument that you are in trouble 
because you have to produce a new model—the F model—and go 
through with all these engineering changes. 

Mr. Epe@ar. F. Kaiser. I think this will bring it out. 

Senator Symrneron. Mr. Chairman? 

The CuarrMan. Senator Symington. 

Senator Symineron. If the committee could find out from the 
Fairchild Co. what they were paid per airplane on the first group of 
airplanes—I say group so there would be an average cost—it might 
be difficult to do with the cost per plane which it would not be if it 
were a fixed price—then compare that with the average cost of Fair- 
child, embracing the learner’s curve which has been emphasized here, 
I think you would get a clearer picture with respect to this program. 

And on that basis the Kaiser-Frazer interests might consider 
whether or not they would be willing to go on with the contract on a 
fixed price basis based on the number of airplanes. 

Mr. Epaar F. Kaiser. Can we finish the statement? I think that 
will clear it up and we will not have to argue about these things. 

Mr. Anton. Under the technical assistance agreement that Kaiser- 
Frazer had with Fairchild, Fairchild was to supply the major assem- 
blies for the first 14 planes. 

Is that not correct? 

Mr. Epear F. Katser. Yes. 

Mr. Anton. What percentage of parts of this first plane, the 
model which came off the line in March 1952, were supplied by 
Fairchild? 
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Mr. Epear F. Kaiser. In the first place, the parts we got were 
“C”’ parts, so we had to modify them if they did not make corrections. 
Are you clear that we got parts from Fairchild that were not “F” 
parts? We got both kinds. In some cases they made it and some 
cases they did not. 

That is not a criticism of Fairchild. They were doing the best 
they could under the circumstances. 

Mr. Anton. You are not criticizing Fairchild at this point, are you? 

Mr. EpaGar F. Katser. Don't try to get an all-inclusive statement 
in. Are you trying to get the facts or crucify me? 

I am not going on the record that they did not 

Mr. Anton. Please understand me. 

Mr. Epear F. Kaiser. That is it exactly. When you try a ques- 
tion like that you are trying to get me to say that i don’t criticize 
them and I do, and I very definitely have done it. That is a trap 
question. 

Mr. Anton. I believe that the question that you—— 

Mr. Epe@ar F. Kaiser. Are you trying to get the facts? 

Mr. Anton. The facts, yes. 

Mr. Epear F. Kaiser. Let’s get at them. 

Mr. Anton. In this particular instance, I believe the committee 
would be interested in hearing the testimony of Fairchild on this point. 

Mr. Epaar F. Katser. I think that we should finish our statement 
which explains what we are talking about. 

Mr. Anton. Not at this point, but later on. 

Mr. Henry J. Kaiser. The committee, in the absence of informa- 
tion to the contrary, when hearing the testimony given by Mr. 
Mautner, must have assumed that the Fairchild cost information he 
submitted was for the same plane that Kaiser-Frazer was building. 
This was not the fact. The majority of the cost information he sub- 
mitted was based on recorded costs on the model C-119C, whereas 
Kaiser-Frazer builds the C-119F. 

When Mr. Mautner was giving his testimony, it was not stated that 
Fairchild had built approximately 200 C-82s prior to starting C-119s. 
The C-82 is a predecessor of the C-119. We do not know how much 
of the original cost of plant rearrangement, tooling and fixtures, etc., 
paid for by the Government and used by Fairchild on the C-82 was 
applicable and used, free of charge, on Fairchild’s C-119 program. 

We do know that the C-82, though a smaller plane, cost Fairchild 
substantially more to build than the C-119, undoubtedly because 
Fairchild was then at an earlier point in its learning curve, and still 
amortizing preproduction expense and tooling. 

The Air Force reported on September 29, 1952—this is an Air Force 
report——— 

Mr. Anton. Is this an official report? 

Mr. Henry J. Kaiser. It is an Air Force report. 

Mr. Anton. Is it an official report? 

Mr. Henry J. Katser. I don’t know what official is. It was fur- 
nished by the Air Force to anyone and everyone. 

Mr. Anton. To anyone and everyone? In a press release? 

Mr. Epe@ar F. Katser. I think it was. We took it from the press 
release. They furnished it. 

Senator FLanpers. I think we should have the source of this report 
in our record. 
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Mr. Henry J. Kaiser. We will furnish that. 

The CuarrMan. Will you furnish that for the record? 
Mr. Henry J. Katser. Yes, sir. 

(The statement is as follows:) 


DEPARTMENT OF DEFENSE, 
Orrice or Pustic INFORMATION, 
Washington 25, D. C., October 6, 1962. 
Mr. H. W. Croke, 
Washington, D. C. 

Dear Watt: Enclosed are twe answers to inquiries on the subject of Kaiser- 
Frazer and Fairchild C—119 costs. Neither answer was used, as far as I know, 
until September 29. 

The answer dated September 23 was prepared from information given earlier to 
the Hébert Subcommittee, Committee on Armed Services, House of Representa- 
tives. 

Sincerely, 
DeWirt R. SEARLEs, 
Lieutenant Colonel, USAF, 
Chief, Air Force Desk, Press Branch. 


SEPTEMBER 23, 1952. 
In Answer to Inquiries: 

An Air Force contract with Kaiser-Frazer Corp. for production of fairchild 
C-119 aircraft at Willow Run is still in effect, and there is no rian that it be 
eanceled. This contract, for 200 aircraft, dates from December 1950 when a 
letter contract was awarded. A definitive contract was entered into in May 1952. 

The contract covered $137,673,000 as estimated airframe cost, $42,764,000, 
for special tooling, plant rearrangement, portable tools, spare parts, engineering 
changes, no-fee items, etc. Total was $180,437,000. Unit airframe cost was 
$683,365. 

In the spring, 1952, as a result of the stretchout in aircraft programing, a 
change in requirements for the C-—119s, and plans to phase the Chase C-—123 
into production at the Willow Run plant, 41 C—119s were transferred from Kaiser 
to Fairchild. Asupplemental agreement covering this change is being negotiated. 

Substantial savings on C—123 production at Willow Run are expected to result 
from experience gained in the C-119 work. Many starting costs will not be 
reincurred, and much of the usual expense of engineeing, training a labor force, 
and adopting production methods to the making of new planes will be saved. 





SEPTEMBER 29, 1952. 
In answer to inquiry as to comparison of Fairchild and Kaiser C—119 costs: 

The Fairchild and Kaiser C-119 prices are at present not comparable. Fair- 
child has produced this airplane and a predecessor airplane, the C—82, over a 
number of years in substantial quantity. A large portion of Fairchild’s starting 
costs on the C-119 were incurred in the production of the C—82 during and follow- 
ing World War II. ‘The balance has been absorbed in quantity production of 
the aircraft. In addition, Fairchild’s production bears a relatively high ratio 
to its capacity. 

Fairchild’s average current unit price for airframe has been recently reduced 
to $260,000. 

The two companies are at a completely unrelated stage of production and 
costs. Kaiser prices could be compared with the Fairchild price only if Fairchild 
were also starting production, producing at a relatively small percentage of its 
plant capacity, and were affording facilities for greater expansion in the event 
of a further emergency as is the case with Willow Run. The Kaiser price cannot 
be, in any way, comparable to the Fairchild price until Kaiser has acquired a 
production history matching Fairchild’s. Kaiser is at about the same stage in 
its overall program as was Fairchild when 5 years ago it had a unit price in excess 
of $650,000 on the C-82. The last C—119’s produced by Kaiser under its present 
contract will be considerably closer to Fairchild’s current price than will be the 
first ones. Willow Run will then follow with C—123 production. It will not 
be until at least the end of C-123 production, under the existing contract, that 
anything like a comparable price will be available. Only then will Kaiser have 
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absorbed the initial cost incident to establishing a new source of production in 
terms of tooling, establishing subcontracting sources, production engineering, 
building a labor force and all the other customary expenses which Fairchild has 
long since absorbed under its contracts. 

The difference between the Fairchild and Kaiser price represents the normal 
experience when it becomes necessary to expand aircraft production capacity 
to meet both current requirements for growth and to be prepared for sudden 
abnormal demands on industry. 


Mr. Henry J. Kaiser. This is what it says: 


Kaiser is at about the same stage in its overall program as was Fairchild when 
5 years ago it had a unit price in excess of $650,000 on the C-82. 

The C—82 was the same basis type transport plane as the C-119, 
but the C—119 airframe weight is approximately 40 percent heavier 
than the C-82. 

Adjusted for the difference in weight and the drop in the purchas- 
ing power of the manufacturers’ dollar, Fairchild’s unit price in present- 
day dollars would be approximately $1,372,000. Obviously, no fair 
comparison could be attempted without also having this information. 

Mr. Anton. Mr. Kaiser, the information has been supplied by the 
Air Force. According to this schedule, in September 1947, the date 
about which you are speaking, the cost of the C-82 was $256,934. 
Taking that figure and applying a 40-percent weight differential as 
you have indicated here, the figure then reaches $359,708. 

Then, taking the inflationary cost also into consideration, and 
appiying 50 percent, you come up with a figure of $539,562. 

Mr. Epaar F. Katser. I would like to ask you a question, Mr. 
Anton. I am not clear on just what you are saying. 

Senator Symrneron. Would you let the counsel finish the question? 

Mr. Epvaar F. Karser. I beg your pardon. I thought he was. 

Senator Symrneron. No. 

Mr. Anton. I would like your comment on these comparisons. 

Mr. Epaar F. Karser. I would like to know if those costs are on 
220, or how many. Is that the average cost on 220 C-82 planes? 
You said costs at that time. 

Mr. Anton. -That is right. 

Mr. Epaar F. Karser. If we are taking another plug point in the 
program that is not a comparison. 

« Mr. Anton. That was the cost at that time. 

. Mr. Epear F. Katser. Then that is not a fair comparison. 

™ Mr. Henry J. Katsmr. It is obviously not, to bring that kind of a 
cost here. Either the Air Force is not right in its statement to the 
public, or you are not right. 

Mr. Anton. I said the cost at that time. 

Mr. Epa@ar F. Karser. He qualified it. 

Mr. Henry J. Katser. Why bring it in? 

Mr. Enaar F. Karsrr. When he is doing that, he is not comparing 
apples and apples. 

Mr. Anton. That is right. The reason I do that is this: The 
committee has had the Department of Labor prepare what this plane 
would have cost, taking into consideration the indices as prepared 
over the years, and taking into consideration all, not just a point at 
some place like September 1947, but taking all of the figures into 
consideration. 
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tion in 
eering At this point we would like to insert this information into the record 
= ’ 
ild has to indicate what has been done, in order not to delay this hearing. 
It is quite a lengthy explanation. 
normal 
pacity Mr. Epaar F. Katser. I would like to see that after it goes into the 
sudden transcript, make an analysis and comment on it. 
The Cuarrman. Certainly. 
: : : ‘ 
(The information above referred to is as follows:) 
| when Farrcuitp Arrcrarr Division, Farrcnaitp ENGINE AND AIRPLANE CoRP.— 
Contract W33—038 ac-124 
_11¢ oom : a ; 
119, Exhibit A. Cost to the Government of (219) C-82 airplanes—Final prices at com- 
avier pletion of contract 
chas- 3 Item 1, 60 airplanes 
sent- £2\ Airplane manufacture paeeneeE ete = 
» fair D Block 1 (10) Block 2 (20) 
tron. ca Labor h : 1, 783, 266. 5 1, 677, 912. 1 
| L WO scanscktew mene ccctncedsidinsidpeccocncescouncoune | 7 4 
y the | Labor hours eg ES | Or OS. 
date ne Si sce 755 kk dik wodenoccspenex retain aol $1. 792, 811. 05 $1, 673, 799. 79 
Overhead .......---- siaweiecaaieaineuatrapaithaens sir cachaeaal 3, 583, 341. 64 | 3, 073, 228. 02 
,934, DOIN Sled ia 55 bi siti ek SRL Hee s 851, 017. 29 1, 435, 293. 47 
] Subcontract_......... 56nd idtididbdelcdshabwetiee - tinkel 181, 679.01 | 1, 004, 084. 15 
al as 9 iconinetinecGirmsicceesecdeneereteescs ; 87, 877. 78 114, 833. 98 
ELLIE TS SE ee Vee ae ‘ pteeisial 6, 496, 726. 7 7, 301, 238. 41 
and 1 | Engineering and experimental pied Ten ; 1, 667, 499. 31 214, 463. 50 
Ek A eeets 27 seeeernt a ea 8, 200, 519. 05 774, 140. 97 
Preproduction_ GA ee Lo om nntis al cat 345, 797. 08 1, 746. 11 
Mr. Subtotal___...... To aalcdeenabehaiielh va 8, 201, 588. 99 
General and administrative. scans oe catia 856, 411. 40 373, 867. 75 
’ Fac — 
ion? Total eoste...._............ a 17, 566, 953, 61 8, 665, 456.74 
POR monk sce. Leese i Fie. haste 1, 108, 965. 36 779, 891. 10 
Selling price... pce se eden | 18,675, 918. 97 | 9, 445, 347. 84 
Average unit selling price... eee te sod ae .| 1, 867, 592. 00 | 472, 267. 00 
2 on Average unit production hours... — , 178,326.7| 83,895.6 
Unit airframe weight (pounds) ; ‘ 21, 021 21, 185 
nes? Dollars per airframe pound__-..._... oul 2 $88. 84 $22. 29 
Hours per airframe pound.................- cio naahiiimecnel 8. 48 3. 96 
| 





























o 
the = Item 1, 60 airplanes 
3 a6 
£2 Airplane manufacture me 
a Block 3 (15) Block 4 (15) 
4 ——— —_ Saas ae 
ee Le Ble a nicdcthl Abas lobia cuindierannantinnerintniniiiiecn 1, 019, 720.0 1, 058, 458. 5 
of a fa ee 
| Labor dollars... ...--- eseeicassusesecs eibtatinbuameaee | $1, 062, 711. 11 $1, 144, 933. 21 
the NE A RE Td icine dias | 1, 721, 601. 59 1, 807, 314. 20 
PD oie. tb eowuwabedbeetdubelcasccresieccsneus pvenmens 927, 100. 24 1, 073, 556. 86 
Subcontract... ..- eR ee sw tcaibhi 623, 377. 42 716, 402. 91 
1 I Oss ibaa od s~ gas icbnsuphlsseces Gitiatniratanetiits | 88, 221. 36 58, 562. 47 
Subtotal. __....... a ema iennaidil 4, 423, 020. 72 4, 800, 769. 65 
1 | Engineering and experimental _ hile acl bla oe petcianiada epnithiiedae 161, 348. 51 205, 966. 15 
. Fe  idebb db wtictwewnsdcldictebccnioe siiiienpemnictie aati ‘ 9 457, 905. 57 
Ing | Proproduction. .<.....:......... PRE amensesisbwesee ‘ 3 
I Ba oo ce csmcniindt a cuneunnanles sshhindigantiaaialia 5, 464, 641. 37 
“he | General and administrative.._............_. ‘ srnndiieiaeiitnd 246, 762. 53 
ine I initiate ienaiiaiibeness pian enn bane | 5, 217, 794. 74 5, 711. 403. 90 
red ee on eae cna pb litecsin ek la Sao __ 469,601.52 | 514. 748. 62 
at II co. werninrcrenwcncininnnetewceneces ~— 5, 687, 396. 2 6, 226, 152. 52 
t Average unit selling price. ictal netvestiiieinins qulthroluaaiattl 379, 160. * 415, 077.00 
ato ee ————————— 
Average unit production hours.....................-....-..-- } 67, 981.3 70, 563. 6 
| Unit airframe weight (pounds)....................-.-.......- | 23, 597 23, 939 
a I ere cemeeimibinn $16. 07 $17. 34 
Hours per airframe pound. -.................-. te cai tea 7 2. 88 2.95 
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Exhibit A. Cost to the Government of (219) C-82 airplanes—Final prices at com- 
pletion of contract—Continued 


Farrceal 
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= | Item 2, 40 airplanes 2 
a6 : a ——_— 3: 
ov Airplane manufacture | 35 
3 eee Block 7 (10) 8 
Tn Block 5 (15) Block 6 (15) of (15) Ss 
- j i - ie * 2 ~~ i cg ed i he | a Ze bi —_—|——— 
| Labor hours 883, 626. 7 716, 641.8 418, 935.0 Labs 
Labor dollars $958,208.90 | $821,909.98 | $493, 089. 73 Lab 
DARIN hile 4: nk oreenanatigenmtael 1, 433, 875. 03 1, 230, 539. 15 | 754, 469. 48 Ove 
Material ; 912, 133. 40 881, 191. 43 | 596, 880. 32 -~ 
Subeentract 664, 908. 83 789, 996. 20 | 503, 627. 11 Sub 
1 | Flight test 41, 668. 82 44, 988.90 | 28, 955. 06 1 | lig 
Subtotal 4,010, 794.98 | 3, 768, 625. 66 2, 377, 021. 70 E 
1 | Engineering and experimental. 179, 133. 71 | 186, 902. 25 147, 432. 90 1 | Eni 
1 | Tooling sipicinniniinaalitey head hacia cilia Dass | 419, 877. 41 | 408, 595. 39 201, 027. 77 1 | To 
IE oc cet: chive. ainda eaiderhanctidaaaiian ciated lcnindeialdiiuibashaiahl | adit dnthsbon Pre 
Subtotal 4, 609, 806.10 | 4, 364,123.30 | 2, 725, 482. 37 
General and administrative bait 207, 856. 16 199, 692. 20 136, 207. 47 Ge 
= enttiisiciiiy eidatedilala d 
Total costs | 4,817,662.26 | 4,563,815.50 | 2, 861, 689. 84 
Profit 433, 589. 60 | 410, 743, 39 257, 432. 12 Pr 
/ Selling price , 251, 251. 86 4, 974, 558. 89 3, 119, 121. 96 
Average unit selling price 50, 083. 00 331, 637. 00 | 311, 912. 00 AN 
a — | = ——— — a 
| Average unit production hours | 58, 908. 4 47, 776.1 | 41, 893. 5 A 
Unit airframe weight (pounds) | 23, 932 24, 252 24, 282 U 
Dollars per airframe pound | $14. 63 $13. 67 | $12. 85 D 
| Hours per airframe pound. | 2. 46 1. 97 1.73 H 
© | Item 4 ScHE 
Ss. Bf Ne eee need eee palibiceiantode 
<r : planes—blocks 
27 | Airplane manufacture rey on akeiiedie aseiaienat 
2 “sts” 15, 1“ | ered | ape 
Reece See 
Labor hours 2, 017, 579.1 | 923, 146, 2 563, 569. 3 
Labor dollars $2, 491, 533.76 | $1, 172,609.65 | $715, 745.00 
Overhead 3, 911, 45 7| 1,073, 526.7 Flight 
Material 3, 022, 5 | 1, 182, 167. 69 
I eR ee ta 2, 937, 620. 62 | 584, 146. 32 
1 | Flight test 3 89, 098. 85 66, 247. 96 L 
2 ee to, vere ee M 
i 11, 874, 106.65 | 6, 103, 746. 64 3, 621, 833. 71 M 
1 | Engineering and experimental 564, 947. 19 | 274, 863. 56 139, 118. 37 
1 | Tooling. ee 845, 059. 01 263, 411. 43 83, 223. 86 
| Preproduction ---- sonst nn nnn scene [en secere nen niene |e eeeseeees eee Engit 
Subtotal_- ee) a ,112.85 | 6, 642,021.63 | 3, 844, 175. 94 : 
General and administrative. - 32, 636, 62 | 365, 450. 42 212, 339. 48 
Total costs....- | 13, 946, 749. 47 | 7, 007, 472. 05 4, 056, 515. 42 ; 
Profit. , 246,385.17 | "700, 539. 38 407, 235.7 : 
Selita veletn <t0.... 55 3 15, 193, 134.64 | 7, 708, O11. 43 4, 463, 751. 14 
Average unit selling price __- sabchdl 310, 064. 00 256, 934. 00 223, 188. 00 ‘ 
Average unit production hours a 41, 175.1 30, 771.5 28, 178.5 
Unit airframe weight (pounds) . -| 22, 987 23, 076 23, 076 
Dollars per airframe (pound) _..........-.-...--.-- $13. 49 | $11.13 $9. 67 Too 
| Hours per airframe (pound) _...................... 1.79 1.33 1. 22 00 
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Corp.— Farrcattp ArrcraFt Diviston, Farrcattp ENGINE AND AIRPLANE CorP.— 
Contract W33-038 ac—124—Continued 
at com- Exhibit A. Cost to the Government of (219) C-82 airplanes—Final prices at com- 
pletion of contract—Continued 
e Item 4A 
ag = Airplane manufacture ai. mo *. -< piaed 
7 15 10) a 20 airplanes— 219 airplanes 
7 D Block 14 (20) Total (219) 
41 Q25 = at yes a oe 7 ss pom Y : =a * Bg 
8, 935. 0 Labor hours....... abl bees iia a 682, 676. 9 11, 745, 527.1 
193, 089. 73 Labor dollars.._.........-- Se eis ate $870, 414. 62 $13, 197, 766. 80 
54, 469. 48 Overhead..._._.. a Sete 1, 305, 632. 83 21, 630, 446. 12 
40, 880. 32 Material............- 4 Chiat abh errs 1, 054, 848. 74 | 14, 106, 021. 36 
03, 627 11 Subcontract... - oss wath See oe 7 at 479, 200. 00 8, 801, 767. 69 
28, 955. 06 1 | Flight test ee 7 7 i ial 56, 000. 00 807, 999. 11 
1 Oe 70 Subtotal Ce EN er aie 3, 766, 116. 19 | 58, 544, 001.08 
7, 432 90 1 | Engineering and experimental... il lena ties ' | 100, 408. 33 | 3, 842, 083. 83 
7 1 | Tooling iter ee ee se ee Ce 76, 028. 18 12, 136, 591. 59 
eneseece | Preproduction.-.........-.. | A . 349, 046. 03 
, 482. 37 Subtotal_. Fall ai 3, 942, 74, 871. 722. 53 
10, 207. 47 General and administrative... ........ : scummbnminadtieds awa} 216, 3, 703, 185. 66 
: — j | 2 2 _ pugs 
1, 689. 84 Total costs_...._._- See |} 4, 159, 394. 66 78, 574, 908. 19 
7, 432. 12 i Ss Seen ; : 415, 933. 46 | 6, 745, 085. 44 
. 121 96 | Selling price-.._- nell ‘ ‘i 4, 575, 328, 12 | 85, 319, 973. 63 
912. 00 Average unit selling price waneas 4 228, 766. 00 389, 589. 00 
Hl, 898 5 Average unit production hours ‘ sawwasa 34, 133.8 53, 632. 5 
24, 282 | Unit airframe weight (pounds) ahucex | 23, 018 | 23,073 
- 85 | Dollars per airframe pound -- -- wee J semisce $9. 94 | $16. 89 
73 Hours per airframe pound. ... ten Sea ‘ | 1. 48 2.32 
ScHEDULE 1. Cost to the Government of (219) C-82 airplanes—Detail of flight test, 
engineering and experimental and tooling 
nes — = Sialic cal el : 
» (20 | . : 
Item 1, 60 airplanes 
, 569. 3 | Block 1(10) | Block 2 (20) 
‘4 » OO | ee . eee” 7 . ts at 
126. 74 Flight test: 
167. 69 Labor hours. OTe ot UE BIE ...ck ennwntatwes 28, 621. 5 
146, 32 es stenmnieeiees s 
247. 96 Labor dollars- bes $37, 780. 38 
er Manufacturing overhead --- - a 53, 956. 96 | 59, 828. 50 
aR a1 Material__... Sete iuabes aus pace el . a | 4, 833. 27 17, 225. 10 
23, 86 | ee Ips Sane , 87, 877. 78 | 114, 833. 98 
2 Engineering and experimental: | 
oe 94 Experimental labor, hours-_---- ; Sete | 37, 362.2 | 5, 281.6 
39. 48 Engineering labor, hours-.--........-.------ : 456, 845. 0 45, 630.5 
15 42 Experimental Jabor, dollars-..- - | $43, 899. 04 
ro. 4 Engineering labor, dollars. - - -- | 570, 988. 90 
; Manufacturing overhead -- - .-.- 2 sé : | 71, 522. 49 
1. 14 Engineering overhead Pb tbE Pannen ‘ ‘ 920, 316. 50 
38. 00 Material ___.- - < oi 59, 306. 72 49,112.14 
75494 Subcontract -......-- onthnnhal bide vaamehe — 1, 465. 66 643. 38 
78. 5 semgeensiieitgelili EE oo 
, 076 a iinet SSUaMet Ret bBicecsanacanion ses oe 1, 667, 499. 31 214, 463. 50 
9. 67 : — — — = 
1. 22 Tooling: 
4 BinDO? OURS. 6 se..n ani... sssi ss Ged@nopwes — — 1, 003, 099 0 
a REE EU ee Ae re ee | $1, 123, 47 $222, 178. 46 
Manufacturing overhead ----.........-.-.--- . Litt ceanmaereel 2, 140, 338 388, 618. 7 
Weber an chee ciaanieiis pie eee 410, 025. 23, 998. 37 
RON ois Snake ncqndddddawssbuocstessusesccunaet inte | 4, 526, 686. 52 139, 345. 37 
| _ — 
nike ented adeiculeaoatanain dy tensa Perse 8, 200, 519. 05 | 774, 140. 97 








Notge.—Totals by blocks for flight test, engineering and experimental and tooling are actual. The 
breakdown of these totals into labor hours, labor dollars, overhead, material and subcontract are estimates. 
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Farecnitp Arrcrarr Division, Farrenttp Enerne AND AIRPLANE CorP.— 
Contract W33-038 ac-124—Continued 


ScnepDuLE 1. Cost of the Government of (219) C-82 airplanes—Detail of flight test, 
engineering and experimental and tooling—Continued 
































































Item 1, 60 airplanes 
Block 3 (15) Block 4 (15) 
Flight test: 
Ee ee sibesinntieniniiinareasilla 21, 988. 5 14, 596.3 
IS kr ceeinaiaaininiia etiideiniin te an $29, 024. 82 $19, 267.05 
Manufacturing overhead............. : 45, 963. 33 80, 511. 05 
SI arsncik RIN RI ac dict ia eres ee eeertsaenp seaside 13, 233. 20 8, 784. 37 
ee eee =i vicitadliteleseendiiiains weiiaihsiaetatitiindeae 88, 221. 36 58, 562. 47 
Engineering and experimenta!: 
I es 3, 973. 5 5, 072.3 
Sn UN wtitindie 84, 329. 5 48, 822.6 
Experimental labor dollars $5, 324. 50 $6, 796. 88 
Engineering labor dollars 0 ‘ 48, 404. 55 61, 789. 84 
Manufacturing overhead.........______- ies 8, 551. 47 10, 916. 21 
Engineering overhead.............._.._____- okie J 61, 635. 13 78, 679. 07 
a il EL in 36, 948. $1 47, 166. 25 
er 484. 05 617.90 
ei ccccnabaivieniane Sensitiailiadatoumaccaaad Siiatiiciemseiealtibaneentatilibietilas 161, 348. 51 205, 966. 15 
Tooling: 
NON. 2a att SN ees oc ewananen, ssieapeniiialiainaientiieiiiaaae 88, 448.8 99, 559.8 
I he ta $116, 752. 45 $131, 418. 90 
Manufacturing overhead _- a 204, 215. 08 220, 60 
Material i a ak ic 12, 610. 89 14, 195. 07 
SUS ee 73, 224. 53 $2, 423. 00 
WOU oo oso oo 5- ekctecd se cactte castor comet 406, 802. 95 457, 905. 57 
a 
Item 2, 40 airplanes 
Block 5 Block 6 Block 7 
(15) (15) (10) of (15) 
Flight test: 
RE Sh cnncccncnnas iiicaciiligniabiaadiataateniiailenndilied 10, 385. 6 11, 213. 6 7, 216.8 
=—=————>> Una =_S———S!_ Ooo OO 
Sa OTT EEL TE $13, 709. 04 $14, 801. 35 $0, 526. 21 
Manufacturing overhead.........-....-...---------------- 21, 709. 46 23, 439. 22 15, 085. 59 
DOE ainda bbw ctidaiinn iuseheaipielidctidesicil iobinaeainadtei 6, 250. 32 6, 748. 33 4, 343. 26 
BOE cicsainititinin si ene esil ii eiatiniiaciciait lian deal 41, 668. 82 44, 988. 90 28, 955. 06 
Engineering and experimental: 
Experimental labor hours_---------...--- oe . 4,411.5 4, 602.8 3, 630. 8 
EE NE TINIE. inne cccd cc daccccdteccbenscdisneeed 38, 113.6 39, 766. 4 31, 368. 7 
Experimental labor dollars... ...........-...---- apie $5, 911. 41 $4, 865. 29 
Engineering labor dolJars___............--...-. moe 53, 740. 11 44, 229. 87 
Manufacturing overhead......-...-...-.-.---.-.--------- 9, 494. 09 7, 813. 94 
I AEE 20... .ninchonenuthonecipnenanbeteot's 68, 429. 08 56, 319. 37 
I a 41, 021. 62 33, 762. 13 
OUR SRN RAS ke, .....ndnnsesthvonubencheniebiie’ 537. 40 . 30 
Bis +n dE linen6.c0mnespemenhacdeieneneeiiaal 179, 133. 71 147, 432. 90 
Tooling: 
ee Gaining 91, 291.5 88, 838. 5 43, 708. 3 





Labor dollars___... 


----+---------| $120, 504.82 | $117, 266. 88 $57, 694. 97 





Manufacturing overhead_...........------------------.---] 210,778.46 | 205,114.89 100, 915. 94 
IIE ink LkcA ptt b cikdnanchunive oc se cencedaiunenoncanl |. Me 12, 666. 46 6, 231. 86 
EE BS A A A IO: 75, 577. 93 78, 547, 16 36, 185. 00 

ios cok ae eat NE eed ns hei ad 419, 877, 41 | 408,595.39 | 201,027.77 





Nore.—Totals, by blocks, for flight test, engineering, and experimental and tooling are actual. The 
breakdown of these totals into labor hours, labor dollars, overhead, material, and subcontract are estimates, 
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Farrcuitp Arrcerarr Division, Farrcatup ENGINE AND AtRPLaNE CorP.— 
Contract W33-038 ac-124—Continued 


ScHEpuLE 1. Cost to the Government of (219) C-82 airplanes—Detail of flight test, 
engineering and experimental and tooling—Continued 






































ee 
| 
Item 3,49 | Item 4 
I airplanes, a [Peo 
| blocks 7, 8, 9, | 
and 10 (5, 16, | Sp espaaa, 20 airplanes, 
| 15, 14) 12 (15) (15) | block 13 (20) 
Flight test: | 
BT BNR bh ie ncktbhdonccsantvochicnncsuscncnabeeke 32, 786.3 22, 207.2 | 16, 511.8 
Labor dollars... - peneneennsenceeeweneass---+-| $43,277.95 | $29,313.52 | $21, 795. 58 
Manufacturing overhead... SEAR CSE SSeS ee 68, 534. 39 46, 420. 50 34, 615.19 
be thtannSackdintibhgnenccacmesebausashastcesnebaaws 19, 781. 59 13, 364. 83 | 9, 937. 19 
I Gicid nclt Eh ai ncdenesioaiebe ciohcbaneer cmenth i 131, 543. 8 89,098.85 | 66, 247.96 
Engineering and experimental: : ‘ Ca 
EO EE no cnncnimnatipeammmecnmn én ina 13, 912. 9 6, 769. 0 3, 426.1 
Engineering labor hours -_. . .-.-.-.--.-.-.-.-- whine 120, 201. 5 58, 481.6 29, 509. 7 
Experimental labor dollars................-.-...----..----] $18, 643. 26 $9, 070. 50 | $4, 590. 91 
Engineering labor dollars. ........-- wigned abenbmmemenrens 169, 484. 16 82, 459. 07 41, 735. 51 
Manufacturing ENTE -------- iaindaee en 29, 942. 20 14, 567.77 7, 873. 27 
Rngiaseing Gvernied tb LOubekind Jsbdnlindanbgrenat 215, 809. 83 104, 997. 88 58, 143. 22 
Material__-...- nol hetinindnnn rad hcughinwns wolantadin 129, 372. 91 62, 943. 76 31, 858. 11 
Subcontract _.....-.--....- natcinawelhotenancn sities 1, 694. 83 824. 58 417. 36 
ae Nh inte cadd eh ddcunshcaaShbe wccnncctnaibons 564, 947. 19 274, 863. 56 139, 118 37 
Tooling: BD os = 
Tan cctitcintetictedhseneddmoetaennheah<tnmbemiee 183, 736. 3 57, 272.0 | 18, 094.9 
aaaaoeaeLLS=E|_— OSESEOQVQanaQGSS HL]. LS SS 
Labor dollars. .....--...-...-.- openers imdincn a ttillbnaais $242, 531. 04 $75, 599. 08 $23, 885. 25 
Ses ae eneeat. i tata rteah iainliialt isin 424, 219. 62 132, 232. 54 41, 778. 38 
BE ctv obcsaecooed Shel cdasudapenuieedapnebens 26, 196. 83 8, 165.75 2, 579. 94 
Subcontract hw han cds bp dectonsctodas ee cocccenawecdsese« 152, 110. 62 47, 414. 06 14, 980. 29 
Bibs eddhnsnkstascsvbetetinvensachotnensceeneqcneihnces 845, 059. 01 263, 411. 43 





Flight test: 
a SS cho anc dctibh datidndaudaddbacien suas sleds 


le ithe metiebimabliniiiie coaniioaes 
Manufacturing overhead 
pee 





Engineering and experimental: 
NE a ee ee ee 
Engineering labor hours. -..................2...-.:...- aoddhchecdties 


PERE TODOE GN «6 ois 66 0 nnd cbcd dg we nsidvcn ddueiiiwntiies 
Engineering labor dollars. --.-....-.. ude 
Manufacturing overhead. -.......-.. 
Engineering overhead ...............- 
Motetial......<2...- 02.5. 
GINO 5 i hsb Sh ak iw i Bcc ea Sakscddgscbstatdgccccdadbigpalbcca 







Tooling: 
SE ND iid 50 0.6b <b dono dh ahdendbdectaass sates paddiacs Soci 
his a Te ee oe i ela annaeeeall 
Manufacturing overhead . 


2 hb ais on Bah nwo ti chendedenbag chat Riana 
Subemieact .. .. ..-.diss.--. 


ite tbhntniedavcmbeetacbcdens ocscutiibwecccsucoult 











Item 


20 airplanes— 
Block 14 (20) 


13, 957.8 — 





























88, 223. 86 


4A 


219 airplanes— 
total (219) 





206, 418. 3 


$266, 007 46 





$18, 424. 00 

29, 176. 00 429, 120.19 
8, 400. 00 112, 871. 46 
56,000.00 | 807, 909, ul 
2, 472.7 90, 915. 4 
21, 363. 5 919, 522. 6 
$3, 313.48 $115, 660. 34 








30, 122. 51 1, 223, 364. 25 
5, 321. 64 186, 75. 47 

88, 356. 00 1, 751, 007. 80 

22, 993. 52 557, 286. 59 

301. 23 7, 989. 38 

100, 408. 38 3, 842, 083. 83 
ee —S—=—= 
16,530.4 | 1, 858, 896.7 

$21, 820. 09 | $2, 253, 123. 95 

38, 166. 15 4, 116, 243. 90 

2, 356. 87 532, 044. 19 

13, 685.07 | 5, 235, 179. 55 
76,028.18 | 12, 136, 594. 59 


Note.—Totals, by blocks, for flight test, engineering, and experimental and tooling are actual. The 
breakdown of these totals into labor hours, labor dollars, overhead, material, and subcontract are estimates. 
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DEPARTMENT OF THE ArR FORCE, 
OFFICE OF THE GENERAL COUNSEL, 
Washington, March 31, 1958. 
Following is a list of amounts of metals used in the C—82 and C-119 airframes: 


0 date ded lilies! ra 5 


Pounds | Percent 

C-82: | 

Carbon steel ‘ , . 271 0. 865 

Alloy steel and stainless steel combined 5, 698 18. 179 

Brass and copper 228 727 

Foundry products, grey iron castings i | 13 | . 041 

Aluminum. . a . 25, 135 80. 188 

Total . ; ond 4 31, 344 | 100. 000 

O-119 

Carbon steel... 3 z : 160 . 459 

Alloy steel 2, 236 | 6. 418 

Stainless steel ‘ ; . " 943 | 2. 707 

Brass | 68 | 195 

Copper 401 1. 151 

Foundry products : i 4 x 023 

Aluminum . 31, 026 89. 047 

Total ; : xl 34, 842 100. 000 
DEPARTMENT OF LABOR, 
BureAvU OF LABOR STATISTICS, 
Washington 25, D. C., April 16, 1968. 

Memorandum 


To: Mr. Harold M. Devlin. 
From: Edward D. Hollander. 
Subject: Prices of aircraft materials and labor. 


Following our discussion, I asked Mr. Eaton to prepare rough indexes of the 
changes in the prices of materials and labor entering into the manufacture of 
airframes. Results of his work are described in the attached memorandum from 
him, which I am transmitting in its entirety. 

You will notice that this work has been done with great care and in as much 
detail as the information available to you, and the price information in our files, 
would permit. Under the circumstances I have no apology; on the contrary, 
I think it is a very good job. Nevertheless I must caution you that these are 
approximations only and must be used with care. For example, it would be 
possible to conclude that the prices of aircraft had risen faster or slower than the 
materials and labor cost only if there was a wide discrepancy. In other words, 
even moderate differences might not be conclusive. 

If there is any further explanation you need, I suggest you get in touch with 
Mr. Eaton directly on extension 1144 at the Department of Labor. 





OrricE MEMORANDUM 
Aprit 14, 1953. 
To: Edward D. Hollander. 
From: E. I. Eaton. 
Subject: Aircraft material prices. 


The attached price and wage indexes have been prepared in response to the 
request of Mr. Devlin of the Senate Preparedness Goumittes. Although there 
are limitations on the accuracy of these indexes, as outlined below, it is my personal 
opinion that the price data are as good as could possibly be obtained without 
undertaking a major research project. The data on average hourly earnings are 
the official series of the Bureau; they are obtained by dividing the total production 
or nonsupervisory worker payroll by the total comparable man-hours on an annual 
basis. 

The most important limitations on the price data are: 

(1) The quality of the data is considerably higher after 1947 than in the period 
1943-46; this is due to the revision of the wholesale price index with data starting 
in January 1947. We also have considerably more data, particularly for fab- 
ricated products, in 1947 and later years. 
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(2) All price data used in this work are f. 0. b. mill or producing point quotations. 
To the extent that delivered prices have moved differently than mill prices, the 
indexes wiil be incorrect. This difference in movement, it should be noted can 
arise from three different causes: (a) A freight rate change of different mangitude 
or timing from a commodity price change; (b) purchase of requirements from 
different mills located far apart; (c) purchases from local sources rather than 
directly from mills (i. e., warehouses rather than direct from mills in the case of 
steel). 

(3) The price quotations used in this index are for simple forms of the basic 
metal (i. e., ingot copper or aluminum). Since it is likely that aircraft manufac- 
turers purchase relatively highly fabricated forms of metal—which can move 
differently from the basic metals because of labor and overhead costs—the indexes 
may not give an accurate pricture of the general movement. Appendix B is 
presented to throw some light on this point. his appendix shows the comparative 
price movements for individual commodities in the period under consideration; 
since these vary in degree of fabrication it is possible to obtain some evaluation 
of the effects of fabrication on the price movement. 

I have not attempted to combine the price and wage data into a single index. 
This can be done, fairly simply, by assigning relative importances to the price 
index and to the wage index, but we have no basis for such an assignment. 

The price indexes were derived by the following method: 

(a) All available price series by type of product (carbon steel, aluminum, etc.) 
were combined into a single product index. This combination was done on the 
basis of the weights used in the revised index (1947 sales of each commodity). 
The combining was done separately for the two time periods—1947 forward and 
1943-46—and then tied together on the basis of the January 1947 ratios. As 
indicated earlier, the data from 1947 forward are much more complete than the 
earlier information. The result of this work was a series of five product indexes— 
carbon steel, alloy and stainless steel, gray iron castings, copper and brass, and 
aluminum. With the data available, it was not possible to develop separate 
indexes for alloy versus stainless steel or for copper versus brass. 

(6) The quantity data by products, as supplied by Mr. Devlin, were converted 
to values on the basis of December 1952 prices. The actual prices used were: 
Carbon steel, 4.8 cents per pound; alloy and stainless steel, 33 cents per pound; 
copper and brass, 31 cents per pound; castings, 16 cents per pound; aluminum 
20 cents per pound. 

(c) The product indexes derived under (a) were combined on the basis of the 
values in (b) into 2 material indexes—1 for C-82 and 1 for C-119 planes. These 
indexes are dominated by the movement of alloy steel and aluminum. Price 
changes for copper and brass, gray iron castings, and carbon steel have almost 
no effect on the end products. 

(d) The indexes derived in (c) were on the base 1947-49= 100; as presented in 
appendix A, they have been converted to the base 1948= 100. 

Appendix A gives the annual average indexes for material by type of plane; 
it also shows the data on average hourly earnings in the aircraft and rs industry 
(excluding engines) converted to indexes on the base 1943-100. break in the 
series in 1947 has been taken account of in computing the index for hourly earnings. 

Appendix B gives the list of the commodities included in developing the product 
indexes and their annual average price relatives. You will note that the average 
indexes in the period 1943-46 may look peculiar in comparison with the individual 
items—for example, the item index for aluminum ingot is 94 whereas the product 
index is 93. This difference results from the method of calculation. The prod- 
uct indexes were computed separately for the two time periods and then tied 
together, while the item indexes independently were made into a continuous 
series for purposes of analysis. In other words, the items available in 1946 and 
earlier years were considered to be a sample of the items available after 1947. 

Appendix C contains the absolute dollar data on hourly earnings. 
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AppENpiIx C 


Annual average earnings in aircraft industry including frames, propellors, and paris 
excluding engines and parts 


Gross | Gross 

average arerage 

hourly hourly 
1943_- 1 did ee wio.gi.Ju GR Gat pees cc kee swdacd. Gel ee 
1944 Sa ; 1. 159} 1949_....- ee ee 1, 551 
1945 bE eee ee ae ee eee 1, 627 
1946 : ; > a i nek shes a an ee al oe wc ms 1. 757 
1947 ! eli al wp sh wnat beer ewe an tet ae ad kp Reee 
tii wcecnanian ee ‘i 1. 363 


! Break in series in 1947; adjusted in indexes in appendix A, 
1 Annual average not available; data are for June 1952, 


Mr. Henry J. Kaiser. The impression also has been created that, 
under the Hagerstown and Willow Run contracts, the Air Force is 
buying only planes. This is true at Hagerstown, but at Willow Run, 
the Air Force is buying something far more important—additional 
productive aircraft capacity, ready for use in an emergency. 

As former Secretary of Defense Lovett advised this Armed Services 
Committee on November 6, 1952: 

* * * our national mobilization policy has been the attainment of a broad base 
of production lines in being ready to turn out the items needed both in the quantity 
and quality demanded. Productive capacity, in the long run, is more impo: tant 
than production. Once a factory is tooled up and ready to produce the weapons 


of war, the factory itself then has become a much more significant weapon than 
the ones it produces. 


Senator Symrneron. Could I interrupt? Production capacity is 
more important than production? I do not follow it. You cannot 
fly production capacity. 

Mr. Henry J. Katser. Lovett said this, I did not say it: 

Once a factory is tooled up and ready to produce the weapons of war, the factory 
itself then has become a much more significant weapon than the ones it produces. 

Production is more important. 

Senator SymineTon. You agree with that, Mr. Kaiser? 

Mr. Henry J. Katsur. I certainly do, 100 percent. And all my 
history agrees with it. I have done nothing but constantly increase 
production. As you know, in aluminum—you know enough about 
me in aluminum to know how hard I fought for the increase and got 
your support. 

Senator Symrneron. I know that. I know I was very anxious for 
{dgar Kaiser not to go into the Air Force business in Willow Run 
because I thought it would hurt the Air Force and it begins to look to 
me as though it has hurt the Air Force. That is why I am very 
interested in these hearings. 

Mr. Henry J. Katser. The impression was created that K-F costs 
had increased from an original estimate of some $450,000, on a per 
plane basis, to $1,300,000. The fact is that K—F never submitted any 
estimate of $450,000. The fact is that the first K—F estimate sub- 
mitted for the number of planes actually being built, on the stretched- 
out schedule actually being followed, is the estimate contained in the 
definitive contract for 159 planes. This estimate totaled $179 million. 

Our revised estimate, made in May of 1953, totals $198 million, or 
an increase of approximately 10 percent. Normal increases in labor 
and material costs are responsible for a portion of this increase. 
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Mr. Anton. On this first estimate that you are talking about in 
the definitive contract for 159 planes, estimating a total of $179 million, 
when was this first estimate submitted or arrived at? 

Mr. Enear F. Kaiser. Let us define what you are saying. This 
says “the first estimate after the stretchout” and on the new basis. 
That estimate, I believe, was July of 1952. 

Mr. Anton. Would May 17, 1952, be more nearly the date when 
the contract was ‘‘definitized’’? 

A Voice. For 200 airplanes. 

Mr. Anton. For 200 airplanes? 

Mr. Epaar F. Kaiser. Right. 

Mr. Anton. This is not the first airplane. 

Mr. Epaar F. Kaiser. The first one on this basis and incorporating 
all the changes on the F. 

Mr. Anton. This is not the first estimate on the C—119 plane, is 
that correct? 

Mr. Epaar F. Kaiser. I know exactly what you are saying. Let’s 
talk about it. What you are saying is, Didn’t you make an estimate 
on 200 C-119’s? Yes, wedid. That was the C-119 contract basically, 
because we didn’t have all the engineering information although it 
was supposed to be for an F, agreed. That is where we are going 
on it, but at that time we didn’t know the stretchout schedule; we 
didn’t have all the engineering information. 

Mr. Anton. Who supplied the information for the C model? 

Mr. Epear F. Kaiser. For the C model we got from two sources, 
really: Fairchild and from the Omaha package. 

Mr. Anton. What was your first estimate on the C package? 

Mr. Epear F. Kaiser. I think I quoted it this morning at— 
I gave it on a per plane basis to you about $850,000. I don’t think 
you can ever—that isn’t true, to say that. I think our first estimate 
was made after—I know it was—after we knew it was an F, but 
without all the engineering information. 

Mr. Anton. The committee has on file here a record where you 
made an estimate last March 1952, at a hearing before the Armed 
Services Committee of the House. The estimate you quoted in March 
of 1952 was $688,000, and this was under oath. 

Do you affirm or disaffirm that estimate at this time? 

Mr. Epaar F. Karser. I affirm it. 

Mr. Anton. That is basically different then than this estimate 
that you are speaking about at this point? 

Mr. Epaar F. Karser. You and I are having trouble. This esti- 
mate is clearly defined as to what it was. That other is another 
estimate which we just talked about. You are trying to get it to 
look as though we are saying two different things. 

Senator Symineron. I am interested in this. When I first asked 
you what the estimate was, you said $840,000. I thought that was 
based on the fact that your costs have increased. I thought appar- 
ently that was the lowest estimate that you have ever made. Now 
I understand t’:at you have made an estimate of $640,000 sometime 
later. Is it the same airplane? 

Mr. Epaar F. Karser. I said very clearly to you, on the stretched- 
out basis, on the basis of 159 planes. 

Senator SymineTon. It was $850,000? 

Mr. Epaar F. Katser. That is my best recollection. 
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Senator Symineton. Then later it dropped? 

Mr. Epaar F. Kaiszr. No, sir. 

Senator Symineron. Is the May Day before the 850 or after 640? 

Mr. Epaar F. Kaiser. The one he is talking about is before the 
840 estimate. 

Senator Symineton. The one he is talking about is before the 850? 

Mr. Epear F. Katser. Right. 

Senator Symineton. I asked you for the first estimate you ever 
made. You told me it was $850,000. 

Mr. Evaar F. Katser. I think if you go back—— 

Senator Symrneron. Is that correct? 

Mr. Epe@ar F. Kaiser. No, sir; it is not correct. 

Senator Symrneron. Then I am wrong. I thought I asked you 
when was the first estimate you made on the plane and you told me 
it was on such and such a date and it was $850,000. 

Mr. Epaar F. Katser. Stuart, I was very clear in what I said to 
you. You know me well enough. 

Senator Symineron. We will check the record. I think you will 
find that is right. What I wanted to know is what your first estimate 
was, so we could compare your first estimate against the actual cost. 
And it was my understanding you said $850,000. I never heard of 
any estimate that the Kaiser Co. made as low as $640,000. That is 
why I was surprised. Let me ask you one more question. 

Didn’t you get quite a lot of engineering help trent Fairchild? 

Mr. Epaar F. Kaiser. Yes. 

Senator Symineron. Wouldn’t that cut the cost of the airplane to 
you as against the cost to Fairchild? 

Mr. Epaar F. Katser. Yes. 

Senator Symineron. Wouldn’t under normal conditions, your 
figure be less? 

Mr. Epaar F. Kaiser. I am glad you said that. Under normal 
conditions it would be. 

Mr. Henry J. Katser. But conditions weren’t normal, Seventy- 
five percent of the information was incorrect. 

Senator Symineton. Does that mean that they must have known 
the information, in order to build the plane themselves? Did they 
deliberately furnish you misinformation? 

Mr. Enaar F. Katser. Let me clear it up. We are in trouble. 

Mr. Henry J. Kaiser. We have a statement in this record that 
you will be able to read, stated by a Fairchild employee, that 75 
ag of the tooling was incorrect, and we had to rebuild 50 percent 
of it. 

Senator Symineton. They were building the plane so they must 
have deliberately sent you the wrong tooling. Is that it? What is 
your opinion about it? 

Mr. Henry J. Kaiser. My opinion is that they were careless and 
sloppy and that they had the tools on their floors and in some cases 
we had to go and photograph the tools. 

Senator Symineron. Let me ask the question again so we under- 
stand each other. 

Mr. Henry J. Karser. Let ma read it, please. 

Senator Symrneron. The Fairchild Co., you said, furnished you 
75 percent incorrect tooling information? 
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Mr. Henry J. Karser. I didn’t say I said it. I said one of their 
employees who worked in our factory said it. 

Senator Symineton. Do you believe it is right? 

Mr. Henry J. Kaiser. We have that statement. 

Senator Symrneton. Do you believe it is right? 

Me. Henry J. Kaiser. I wouldn’t know. 


Senator Symineton. Do you think they furnished you any incorrect 
information? 


Mr. Henry J, Katser. What? 

Senator Symineton. Do you think they furnished you any incorrect 
tooling information? 

Mr. Epaar J. Kaiser. Yes. 

Senator Symineton. Do you think inasmuch as they were making 
the plane that they did it deliberately or they did it carelessly? 

Mr. Henry J. Katser. I don’t accuse anybody of dishonesty. 

Senator SymincTon. It seems to me you were making implications 
against the Fairchild Co. 

Mr. Enear F. Kaiser. I don’t think they were sympathetic. 

Mr. Henry J. Katser. They weren’t sympathetic. 

Mr. Epcar F. Kaiser. May I go back? 

The Cuatrman. Mr. Kaiser, will you furnish the committee with 
the name of the person who furnished you that information? 


Mr. Henry J. Katser. It is in the record. It is in our record, and 
more than one person. 


(The statement referred to is as follows:) 


The source of the information that the template package received under the 
technical assistance agreement with Fairchild was approximately 75 percent 
incorrect or incomplete is Mr. Bob Debenport. Mr. Debenport was assistant 
superintendent of Fairchild’s tool manufacturing division during the period when 
Kaiser-Frazer was being furnished with templates under the technical assistance 
agreement. Mr. Debenport is now general superintendent of Kaiser-Frazer’s 
tool manufacturing department. 


A photostat of Mr. Debenport’s signed statement dated June 18, 1953, is as 
follows: 


JUNE 18, 1953. 
To: T. F. Riddle. 


From: B. Debenport. 
Subject: C—119 tooling. 

Following are some of the conditions which were encountered by Willys Motors, 
Ine., after receipt of the assistance package from Fairchild: 


TEMPLATES 


At the time that Willys received the contract for the C-119, I was employed 
by Fairchild as superintendent of the tool manufacturing division, having under 
my supervision the manufacturing of all templates and tooling. It was decided 
at Fairchild that I would not duplicate any tooling templates in the Fairchild 
facility due to the anticipated overload that would oceur upon the receipt of 
engineering information on the C-160 which was then in the process of engineering. 

The C-119 tooling templates were drawn from the storage crib and shipped to 
two vendors for duplication. One of the vendors was a tooling shop owned and 
operated by one Mike Fuller. The other was Mr. R. L. MeIntyre. Mr. Me- 
Intyre had no shop at that time but set up a temporary operation in a vacant 
building. His equipment consisted of saw horses and boarding laid over came to 
create his work tables. Practically no experienced help was used by either shop 
in making the new templates. These templates were scribed from the tooling 
templates furnished by Fairchild and were not checked to the loft lines. They 
were, however, in. pected by Fairchild template inspection. 

The writer visited the above-mentioned shops and pointed out to the Fairchild 
chief tooling inspector that these templates were not complete or correct, and that 
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Willys Motors, Inc., would encounter serious trouble when they tried to build 
detail tools from the above-mentioned templates. The writer’s reason for feeling 
this way was that most of the Fairchild templates were cut from the original lofts 
and all the information that was required was not scribed on the Willys templates, 
such as inside and outside mold lines were not identified; in many cases only one 
of the lines appeared. Hole sizes were not identified, and many of the tool holes 
not identified as same. However, in spite of my warning, the program was con- 
tinued, and Willys received inspected, stamped templetes that were supposedly 
up-to-date and correct, but were actually incomplete and incorrect. 

In July of 1951, I left the Fairchild Aircraft Division to accept a position with 
Willys Motors, and I am presentiy general superintendent of the tool manu- 
facturing department, and in the 23 months I have been here at Willow Run, my 
original concern has been verified. For example: of the entire template package, 
approximately 75 percent were proven incorrect or incomplete, and of that 75 
percent, approximately 50 percent had to be remade. These discrepancies were 
discovered after the detail tools had been built and received, and often parts 
made, which necessitated recoordination, and tool and template rebuild. This 
condition was caused by the making of tools from templates received from 
Fairchild that were not correct. 

It is the writer’s opinion that the above-mentioned template discrepancies 
have cost Willys Motors months of production time, and have had a serious, 
detrimental effect on cost. 

Bos DeBENPORT, 


Mr. Epaar F. Kartspr. It is also in the record clearing up this 
$688,000 and $850,000. Itisrighthere. You, Mr. Anton, apparently 
know it. You were talking about manufacturing costs without 
tooling. It is all right here. Let’s get to it as we go along, shall we? 

Mr. Henry J. Katser. The impression was created that K-F’s 
costs per plane have been steadily increasing. The opposite is true. 
The facts are that the cost per plane has been steadily decreasing, 
in accordance with the industry learning curve. 

Comparison of the Willow Run program with any other program is 
impossible without numerous and substantial adjustments. If 
comparisons are to be made, however, instead of comparing our 
production with Fairchild’s production, a better basis for measuring 
our performance would be to compare it with the history of Ford’s 
Willow Run operation during World War IT, when Ford was operating 
the plant as a second source for Consolidated B-24 bombers. 

Senator Byrp. This learning period, I haven’t fully understood it 
yet. You furnished a picture here showing a man on skis about to 
jump off here. He takes two somersaults in the first part of it, called 
“the hazards of inexperience.’’ Then he regains his balance and he 
coasts along under the title of “acquiring skill.” Then he is firmly 
going along where there is smooth going. When do you reach the 
point of these different things? How long does it take on the “hazard- 
ous experience’’? 

Mr. Henry J. Katser. We can furnish you the aircraft source 
book which will give you that in detail. 

Senator Byrp. I don’t want that. I want you to tell me. You 
ought to know your own business. 

Mr. Henry J. Katser. We rely on the experience of all aircraft 
manufacturers. 

Senator Byrp. What is it? 

Mr. Henry J. Katser. Senator—— 

Senator Byrp. Does this chart mean anything to you at all? 

Mr. Henry J. Katser. It only illustrates what a learning curve is. 

Senator Byrp. What is the learning period? You have a man who 
is turning somersaults here. 
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Mr. Epaar F. Kaiser. We are back to that same question; it is 
based on number of airplanes you build and not on time. 

Senator Byrp. How many? Let’s get down to something. 

Mr. Henry J. Kaiser. Would one to have us ere oe 

Senator Byrp. You are a businessman. I would like to know. 
You can’t be running this enormous business without some tie-in here. 
a many planes do you have to make before you turn a somersault 

ere? 

Mr. Henry J. Katsur. I have engineers who can furnish you those 
curves and furnish them in great detail. 

Senator Byrp. Aren’t you here to testify? 

Mr. Henry J. Kaiser. No, I can’t testify. 

Senator Byrp. You have a number of men here, associated with 
your company. 

Mr. Henry J. Karser. I haven’t engineers here who will give 
you learning curve data that I know of. 

Senator Byrp. I think that is a very important part of this whole 
ae 

Mr. Henry J. Kaiszr. We will get it for you. 

Senator Symrneron. May I ask a question along the same line? 
Why is the skier going down hill and your costs going up hill? 

E Mr. Ene@ar F. Katser. The costs are not going up hill, per plane 
asis. 

Senator Byrp. You justify this tremendous cost by reason of the 
fact that you had inexperience at that time, that you did not have 
experience, I mean, when you built the first plane? 

Mr. Henry J. Kasur. Call it experience. It is your experience 
with that plane in the numbers. The next page gives it to you in 
great detail. 

Senator Byrn. It doesn’t give it in great detail. That is something 
else. You can’t make sense out of any of it. 

Mr. Henry J. Karsur. Senator, I can make sense for you if you 
will let me. 

Senator Byrp. Answer my questions and I can understand it. It 
is a new subject to me and I like to ask questions, and I like the 
witness to answer the questions. 

Mr. Henry J. Kaiser. I prefer Edgar to answer that question. 

Senator Byrp. Let somebody answer it. I want to ask first how 
long does it take to get out of this first section here where you are 
turning these somersaults, which is known as the hazards of inexpe- 
rience. How many planes have you got to build before you get out 
of that? If you can’t put it in days or months, put it in planes. 

Mr. Epear F. Kaispr. Senator, that is a very difficult: question, 
because you have to know what the conditions are under—— 

Senator Byrp. Base it on your past experience, then. What did 
you get this up for? You passed this around. 

Mr. Henry J. Katsur. We didn’t get it up. 

Senator Byrp. Somebody did. 

Mr. Henry J. Kaiser. We furnished the learning curve. 

Mr. Epaar F. Kaiser. I think the best answer is the chart that we 
prepared for you which shows that. 

Senator Byrp. I can’t make any sense out of the chart whatever. 

Mr. Evear F. Kaiser. I don’t mean this chart. 
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Senator Byrp. I mean the other chart. I asked you a question and 
you ought to be able to answer it. How many planes have you got 
to make before you get out of the inexperience class? 

Mr. Epear F. Karser. If there are no changes on the airplane, and 
if you have a steady rate of performance, no changes on the airplane, 
I think we can give you an answer to that question and I would like 
to have a little time on it because you get into the greatest argument 
and everybody will have an opinion about it. 

There is a standard industry learning curve. 

Senator Brrp. My question, Mr. Kaiser- 

Mr. Epear F. Karser. I think we can develop it. 

Senator Byrrp. This seems to me a very important part of this 
inquiry, for the same plane Fairchild built at a much lower cost. 

Mr. Epear F. Kaiser. Not at the same point. 

Senator Byrn. I understand that. I am trying to find out the 
point. Is that pertinent to this thing or not? 

Mr. Henry J. Kaiser. Yes, it is. Very pertinent. 

Senator Byrp. You ought to be prepared now to answer it. I 
presume you knew this was coming up. One purpose of the inquiry 
is to determine why you charged so much more for the same plane 
than Fairchild. 

Mr. Henry J. Kaiser. If you give us some time we will do that 
for you and it won’t take many hours. 

Senator Byrp. If you haven’t got it I will defer any further ques- 
tions. I submit it is very important for you to give that. 

Mr. Henry J. Kaiser. I think you areright. It is very important, 

Senator Byrp. You have three classes on this chart. How many 
planes does it take before you get out of the class of hazards of inex- 
perience? How many further planes will it take before you get into 
the class of acquiring skill? Then how many planes will it take to 
get into smooth going, whatever that means? 

Mr. Anton. Mr. Kaiser, what is the standard in the industry, 
percentagewise, on this learner’s curve you are talking about? 

Mr. Epvear F. Kaiser. About 80 percent. 

Mr. Anton. What percentage are you on right now? You had a 
chart up there and it went right along. It didn’t seem to be curved 
down at all. 

Mr. Enaar F. Kaiser. About 73%. 

Mr. Anton. You are on a 73 percent learning curve? 

Mr. Enaar F. Kaiser. Right. 

Senator Byrp. You will furnish this information in a way in which 
I can understand it—maybe I can’t take it in—but so that an ordinary, 
intelligent person can understand? 

Mr. Ep@ar F. Katsmr. | think you can understand it. 

Senator Symineron. Senator Byrd’s inquiry is appropriate. From 
the facts dev eloped by the committee staff there seems to be direct 
disagreement. ‘That apparently is the whole problem. The com- 
mittee staff and the committee feel, based on the record, that the 
learning curve, instead of straightening out and getting smooth, has 
been somersaulting up with respect to this plane. 

Mr. Epear F. Kaiser. Right. 

Senator Symrneron. That is true or not true? 

Mr. Epaear F. Katspr. That is true. 











294 AIRCRAFT PROCUREMENT 


Senator Symineron. The records of this committee show that the 
costs are increasing. Isn’t that correct, Counsel? 

Mr. Enaar F. Kaiser. No. 

Mr. Anron. The testimony that was given by General Cook indi- 
cates that the Air Force has been amending this contract and increas- 
ing it. 

Mr. Epear F. Kaiser. Let me ask you: Are the costs per plane 
coming down? Costs per plane, our costs? 

Mr. Anton. Now that you have brought that question up, Mr. 
Kaiser, I feel it appropriate at this time to refer to the record. In 
the record of the testimony that the committee has taken, a letter 
from a Mr. Girard, who was a vice president in the Kaiser-Frazer 
Corp., asked in May for an additional $10 million to be applied to 
the plane contract. 

Does that indicate an increase or a decrease? 

Mr. Enaar F. Katsmr. It isn’t my privilege to ask you questions, 
but I would like to ask you if you would answer this one: Are the 
costs per airplane coming down or aren’t they? You are just trying 
to show that the total contract price is increased. You know the 
conditions as well as I do. You and I spent hours on it. Has the 
cost per airplane—let me ask you this: Is the 50th airplane at Kaiser- 
Frazer cheaper than the Ist one? 

Mr. Anton. That is very true. 

Mr. Epear F. Kasur. It is. Good. Is the 70th cheaper than 
the 50th? 

Mr. Anron. There is no question about the fact that the more 
planes, the more—— 

Mr. Epagar F. Katser. This committee thinks that you think that 
they have been going up. 

he CuarrMan. Let’s go on with the hearing. Do you have a 
question, Mr. Rhodes? 

Mr. Ruopes. Earlier in your statement you said it would be quite 
abnormal if by experience you didn’t reduce the unit costs. 

Mr. Enaar F. Kaiser. Right. 

Mr. Rgopzs. It is a question of how much you reduce the unit 
costs. That is the principle that I think Senator Symington is 

getting at. 

Senator Symineton. That is right. 

Mr. Ruopzs. That is the nub of the argument here. 

Senator Symineton. In other words, what is the learner curve as 
against what the learner curve was at, Fairchild? 

Mr. Ruoprs, And what happened to the total cost? 

Mr. Henry J. Katser. You are on the right point right now. 

The CuarrMan. Proceed. 

Mr. Henry J. Katser. Committee members have already re- 
quested the Air Force to furnish this information, and the committee’s 
judgment should be withheld until the information is furnished and 
evaluated. We believe that, when this information is furnished, 
it will show that Kaiser-Frazer’s cost and production experience on 
the C-119 follows a pattern very similar to Ford’s experience in 
World War II, ever. though Willow Run today is tooled by the Air 
Force for high production, but limited by the Air Force to low 
production. 

Another measure of our performance might be to compare it with 
the performance of other second-source manufacturers who were 
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awarded contracts when we received ours, such as General Motors, 
producing the Republic F-84 at Kansas City; and Lockheed, produc- 
ing the Boeing B47 at Marietta. Committee members have asked 
the Air Force for this information, and the committee’s judgment 
should be withheld until the information is furnished and evaluated 
of the point Senator Byrd is making. He wants to see something 
comparable. That is what we want you to do, 

Any comparison, in order to be of value to this committee, must 
take into consideration the following factors: 

Type of aircraft being built; 

Conditions existing during the building period; 

Percentage of capacity of plant being used, in relation to total 
size of the plant; 

Percentage of capacity of plant being used in relation to the machine 
tool and tooling capacity; 

Changes in design of the aircraft occurring during the building 
period ; 

Whether or not engineering information was available, with suffi- 
cient lead time to provide proper planning; 

Adjustments for actual differences in labor rates and material costs 
as between areas; and 

Adjustments due to increases in cost on account of inflation. 

Mr. Anton. Mr. Kaiser, at this point I would like to bring to your 
attention: The Air Force has submitted the second source schedule 
to which you refer. Looking at the schedules, which have been put 
into the record, this is what is indicated: Under the B-47 program the 
cost to the prime contractor was $2,153,000. The cost of the second 
source was $1,863,000. 

Looking at the F-84, the cost of the prime contractor is $492,000. 
The cost of the second source is $752,000, or approximately 1% to 2 
times as much. Looking at the F—86 the cost of the prime contractor 
is $127,000; the cost of the second source is $192,000. 

Now we have the C-119. The cost of the prime contractor is 
$265,000; and according to the statement made by Mr. Edgar Kaiser 
this morning, the cost of the second source is going to be $1,200,000. 

Mr. Henry J. Kaiser. Just a moment. 

Mr. Epaar F. Katser. That is just where you got the trouble. 
Were they comparisons at equivalent points? How many airplanes 
of the prime producers and the second sources have you quoted? 

Senator Symineron. They couldn’t be comparable points. 

Mr. Epear F. Kaiser. Obviously ours and Fairchild’s isn’t. 
Everybody knows that now, I hope. We are talking about some 
$800,000 per plane. 

Mr. Henry J. Kaiser. Senator Byrd wants a complete statement 
and we will make it up. 

Senator Symineron. They are all comparable to any manufac- 
turer, aren’t they? 

Mr. Henry J. Katser. No. 

Senator Symineron. Are there any you would want to take out 
as not comparable to the Fairchild costs? 

Mr. Epaar F. Katser. Yes. 

Senator Symineton. Would you take the ones out? 

Mr. Epvaar F. Katser. Fairchild’s percentage of plant capacity 
being used and, too, capacity as compared to ours is entirely different. 
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Senator Symineron. But you would allocate your tool capacity and 
plant capacity based on what work you were doing, what particular 
place, wouldn’t you? 

Mr. Epear F. Kaiser. It gets worse as you go on with this 
thing. It is more complicated. We have a big area. Let me show 
you the chart. 

Senator Symineron. Before we get into the chart, if you are making 
automobiles and you are making planes in a plant, you allocate so 
much of your square feet and allocate so much of the percentage of 
the heating costs to the automobiles and airplanes. 

Mr. Epear F. Karsmr. If we have tools sitting out here on the 
floor to do 93 airplanes and we are only doing, let’s say, an equivalent 
of 10 airplanes a month on those tools, that is different in comparing 
that cost than it is with a fellow who has tools for 35 and is making 
35. Do I make it clear? 

Senator Symineron. I don’t quite follow you. I would think it 
would help to have other work in the plant from the standpoint of 
costs on this particular item. 

Mr. Epear F. Kaiser. I am talking about the aircraft side only. 

Senator Symineron. Therefore I would think you would take it 
out on the basis of being less favorable to Fairchild than to K-F. 

Mr. Epoar F. Kaiser. No. On aircraft only, think of the aircraft 
side only, if you have machine tools enough to do 93 and you are only 
running 10 through. 

Mr. Henry J. Kaiser. One of the most unfair impressions created 
was that Kaiser-Frazer attempted to claim reimbursement of improper 
costs. 

The facts—and the committee staff is thoroughly familiar with 
these facts—are that, during the first year of the contract, we worked 
out the first manual of accounts and allocation system that has ever 
been worked out for a mixed aircraft-automotive operation. 

We submitted it to the Air Force for approval some 4 months after 
the contract was awarded. This manual was approved, with minor 
changes, but not until 7 months after submission. After it was ap- 
proved, it was, of course, necessary to go back and adjust the allo- 
cation of costs in accordance with the approved manual. 

It was not only unfair, but totally misleading, to create the impres- 
sion that K-F was attempting to charge items to aircraft that should 
be automotive during that period of time when the manual had already 
been submitted by us but had not been approved by the Air Force. 

The committee’s staff is thoroughly aware of the fact that the normal 
agreed procedure, now that the manual has been approved, is for us 
to take up any item on which there may be any question for review 
with the Air Force Audit Section before submitting any claim for 
reimbursement. 

The cost of publishing the letter to Senator Bridges, in those towns 
only where K-F was operating plants, and in Washington, D. C., 

would normally, under the approved accounting procedure, have gone 
into the common account, to be distributed between automotive and 
aircraft costs. Because of the special circumstances involved, we 
raised the question of including this item, before submitting any claim, 
and K-F did not file a claim for reimbursement on this item. 

The Cuairman. Mr. Kaiser, I would like to discuss that a little bit 
with you. I hold in my hand a copy of an advertisement which 
appeared in the;Washington Post and appeared in various other 
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papers in the country— Michigan, California, New Hampshire, Ohio, 
and so on. 

Is this the copy of the advertisement which you identified? 

Mr. Epear F. Katser. Yes. 

The CuarrMan. We will make that a part of the record, 

(The document referred to follows:) 


[From the Washington Post, November 14, 1952] 


This letter is reprinted here for the information of the Department of Defense 
and the Congress, who are responsible for the security of the United States. 


KAIsEeR-FRAZER Corp., 
Willow Run, Mich., November 18, 1952. 
Hon. Styutes Brivaces, 
United States Senate, Washington, D. C. 


Dear SenaTOR Brivces: On October 18, the newspaper Union Leader, in 
Manchester, N. H., reported that you were concerned about the cost of aircraft 
production at our Willow Run plant, as compared with such costs at another plant. 
Immediately upon reading this report, I endeavored to meet with you for the 
purpose of presenting the facts with regard to this matter. Although you stated 
you would be willing to meet with me for this purpose, you found it impossible 
to keep any of the several appointments which we made. 

On November 9, while I was still endeavoring to make an appointment with 
you, you issued another statement to the general press, suggesting a congressional 
investigation into this matter, and you stated that you had withheld this release 
until after election because you did not want military procurement policies to 
become a political football. I regret that we did not have the opportunity to 
review the correct facts prior to the release of your latest statement. 

There is an inference in your statement, by comparison of costs that are not 
in any respect comparable, that the Willow Run operation is inefficient. This 
is not correct, and the facts will substantiate this statement. 

It is a matter of public record that the Air Force has pursued a policy of having 
more than one source of supply on military equipment that is essential to the 
national security. Our Willow Run plant, originally constructed for the Air 
Force, is such a source. 

Now, on November 12, Representative O’Konski, from Wisconsin, who ob- 
viously appears to represent special interests, issued a release demanding the 
immediate cancellation of all Kaiser-Frazer airplane contracts, stating that he 
bases his demand on your reported statement. O’Konski, endeavoring to ride 
the coattails of your request, is ready to prejudge the matter without any inquiry 
as to the correct facts. 

Judgment without trial is certainly not the American tradition. 

Kaiser-Frazer is a public corporation, with more than 20,000 employees and 
30,000 stockholders. Kaiser-Frazer operates 8 plants throughout the country, 
one of which is in your own State; namely, our electronics division. Over 2,000 
suppliers furnish material and parts for our operations. More than 2,400 
Kaiser-Frazer dealers have invested their own money in the distribution of our 
products throughout the nation. 

In view of your request for an investigation and, now, O’Konski’s demand for 
cancellation of the contracts without any hearing, I believe it is imperative 
that the correct facts be presented to the proper congressional committee, both 
for the protection of the defense program and the thousands of people who are 
directly affected. The management of Kaiser-Frazer agrees with you that the 
defense program and its costs are of paramount importance to our country. We 
will appreciate any help you can give us in seeing that this matter is brought 
before the public through the proper congressional committee at the earliest 
possible date. 

We are publishing this letter in those cities and communities where we have 
manufacturing plants employing our 20.000 people, so that they will know that 
the management of their company is not only proud of the effort they are making 
in the defense and civilian programs, but is ready and willing to submit any and 
all facts with regard to our production performance on the defense program. We 
are also publishing it in Washington, D. C., so that all Members of Congress will 
likewise know that we want the true facts known. 

Sincerely, 
Epcar F, Kaiser, President. 
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This letter will be published in the following cities: Dowagiac, Mich., Detroit, 
Mich., San Leandro, Calif., Willow Run, Mich.. Richmond, Calif., Nashua, N. H. 
Shadyside, Ohio, Jackson, Mich., Oakland, Calif. 


The Cuarrman. You made several statements about us here. It 
struck me, and it struck the committee particularly, that this was a 
very unorthodox thing to do, to in any way attempt to charge this 
advertisement to the cost of the construction of the plane to the 
Government. 

I would like to—because you have made a very general statement 


here—I would like to show you what our investigation shows. 
Mr. Anton? 


Mr. Anton. Here is a letter by the assistant comptroller of the 
Kaiser Manufacturing Corp., dated February 19, 1953, some months 
after the cost of this was incurred. The subject is Expenses, Open 
Letter to Senator Bridges, to Air Force Plant Representative. 

It reads as follows: 


Certain expenses were incurred in the preparation and publication of a quarter- 
page open letter to Senator Bridges published in various daily papers in the month 
of November 1952. This letter was in answer to certain criticism of the perform- 
ance of Kaiser-Frazer Corp. on Air Force contracts. The subject letter requested 
that any criticism of either Kaiser-Frazer Corp. or the Air Force in the placing 
and performance of Air Force contracts should be brought into the open so that 
these charges and criticisms could be answered 

The expense incurred in connection with this letter amounted to $4,864.65 
was included as allocable expense and was prorated to the cost of Government 
contracts in accordance with provisions of the Overhead Manual. 

Your approval of this expense as a proper charge to the cost of Government. 
contracts is requested. 


Following this, on February 27, 1953, the resident auditor, in a 
memorandum replied: 


The subject expense was incurred by the Kaiser-Frazer Corp. through William 
H. Weintraub & Co., Inc., advertising agency. Inasmuch as the United States 
Government and the Kaiser-Frazer Corp. have conflicting interests in this matter 
it is felt by this office that the expense should be considered an automotive expense. 


On March 4, 1953, in a letter from Mr. Stephen Girard, the vice 
president of Kaiser-Frazer Corp., subject matter “Unresolved Items, 
attention of the contracting officer,” he brings to the attention of the 
contracting officer that the cost of this open letter is still unresolved 

(The document is as follows:) 


KaIseR MANUFACTURING CorpP., 

Willow Run, Mich., March 4, 1958. 
Subject: Unresolved items. 
To: AF plant representative, Kaiser Manufacturing Corp., Willow Run, Mich, 

(Attention: Mr. Meyer J. Stoun, contracting officer.) 

In accordance with our previous discussions with you and in light of the fact 
that we realize that you have just recently been appointed as contracting officer 
of contract Nos. AF 33(038)—18481 and AF 33(038)-22446 replacing Capt. Harry 
Chance, we are setting forth below a listing of unresolved items on which we have 
submitted correspondence and had discussions with the prior contracting officer 
and, in some instances, with you. These items have been listed in order of im- 
portance, as you have requested, and we would appreciate your decisions on these 
matters at your earliest convenience in the order set forth. 

We are submitting this listing to you in an effort to indicate our desire to be 
cooperative in handling these matters in an orderly manner, recognizing that it 
is to the interest of both the Government and this company that they be resolved 
as soon as possible, especially in light of the fact that some of these matters have 
been pending for long periods of time. 
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Item Date first Subsequent correspondence or 
submitted discussions 
1, Vocation hours, voucher S-1662 Dee, 19,1952 | Dec, 23, 1952, Jan. 7, 1953. Discus- 


sions of Jan, 5, Jan. 20, Feb. 9, 
Feb. 20, 1943 

2. Overtime approval in allocable departments......| Dee. 12,1952 | Dec. 29, 1952, Jan. 3, 1958. Discus- 
sions of Jan. 5, Jan, 20, Feb. 9, 
Feb, 20, 1953, 

8. Overtime reconciliation and approval from incep Dee, 15,1952 | Discussions of Jan. 5, Jan. 20, Feb 

tion of the contract 9, Feb. 20, 198 
fDee. 31, 1952 |) 





4. Utilization of manpower Jan. 12.1953 |f Do 
Willys-Overland C-119 estimate... | Jan. 15,1953 | Numerous discussions and follow- 
up have been made on this item 
6. Whirlpool C-119 estimate | Oet, 31, 19452 Do 
7. Aircraft central stores requisition | Dec, 22,1952 | Various, 
8, Out-of-area help wanted, accounting policy letter | Feb. 18, 1953 Do 
No. 21 | 
9. Moving and subsistence, classification, account- | Dec, 31, 1952 Do, 
g policy letter No. 41 
10. Moving and subsistence, allowance period | Aug, 6, 1952 Do. 
11. Aireraft eduling and estimeting departments | Feb, 11, 195 Do, 
sccounting policy letter No, 42 
12, Charges from Kaiser services accounting policy | Jan. 20, 1983 | Do 
letter N 44 
13. Open letter to Senator Bridges accounting policy Feb. 19, 1953 Do 
letter No. 45 
14. New departments, personne] counting policy Feb, 19, 1953 Do 
letter No. 46 
] Ypsilanti} I f commerce membership Fet 5, 108 Do 
16, Ove e approval Fe 18, 1 Do, 
1 rf ional fee 
Executive Reserc Ine Fet 4,19 D 
v B tree t ] l D> 
I Ln igence, Inc I 17, 19 D 
AMA l¢ 
ALA ‘ 
I i te f nth of Jar y ) Feb. 17,19 0 
», Duplicate tool A matic 1]-D D-396, deted Do 
| 1a ) W 1] pp ) | i Fel 
153 


If you feel that any further information is required in addition to that which has 
already been submitted in order that your decision may be expedited, please 
advice. 

Very truly yours, 
S. A. Grrarp, 
Vice President and General Manager, Aircraft. 


On the 25th of March the contracting officer replied as follows: 


This acknowledges receipt of your letter, dated February 19, 1953, in connection 
with the above subject. 

Advertising expense, amounting to $4,864.65, for the open letter to Senator 
Bridges is considered to be advertising applicable to a controversial matter 
between the corporation and a member of the United States Senate. Advertising 
costs for other than “Help Wanted” and advertisements in trade and technical 
journals is not a reimbursable cost in accordance with A. 8. P. R. XV and the 
accounting manual. 

This decision resolves item 13 in Mr. 8S. A. Girard’s letter, ‘‘Unresolved Items’ 
to the undersigned contracting officer dated March 4, 1953. 


The CuarrMan. My point is that you say: 

Because of the special circumstances involved, we raise the question of including 
this item before submitting any claim, and Kaiser-Frazer did not file a claim for 
reimbursement on this item. 

Now we are talking rather objectively to any misleading impressions 
being gathered. Isn’t that a misleading impression in view of the 
letter written? 

Mr. Epa@ar F. Kaiser. No, sir. Mr. Chairman, may I answer it? 

The CuarrMan. Certainly. 

Mr. Epear F. Kaiser. We submitted these letters ourselves as 
proof of the fact that it was not filed for reimbursement. 














300 AIRCRAFT PROCUREMENT 


The standard procedure is to take items on which we have any 
question and to write such a letter. If there is no question, we just 
submit it on the voucher for reimbursement. 

It is true, and we submitted the letter ourselves, that our audit 
section raised the question and our audit section wrote this standard 
form of letter. 

But it was never submitted on a voucher. We did not dispute it. 

The Cuarrman. My point here, Mr. Kaiser, is— 

Because of the special circumstances involved, we raise the question of including 


this item before submitting any claim, and Kaiser-Frazer did not file a claim for 
reimbursement on this item. 


My impression from that would be that it was handled in a very 

eneral way, that you made no attempt to get approval of this item. 

Vet here is a letter signed by the Kaiser Manufacturing Corp. by 
J. F. Cocks, Jr., assistant comptroller, and I quote: 

Your approval of this expense as a proper charge to the cost of Government 
contracts is requested. 

Mr. Epaar F. Karser. That is right, Senator. We submitted this 
letter as proof of the fact. This proves the fact that it was not sub- 
mitted on standard vouchers. 

Senator Symineron. In other words, when you requested to get 
the money you were asking that it not be paid to you? 

Mr. Epear F. Katser. No, Stuart, no. That is not right. We 
were raising the question about it. 

Of course, I don’t think they should have done it. I wrote the 
letter originally. 

Senator Symineron. I will bet when you get with your father he 
will want to change that particular. 

Mr. Henry J. Kaiser. Tell him what you did. 

Mr. Epvcar F. Karser. I wrote the original letter. There is no 
question about it. I have in the original draft ‘Not chargeable to 
the Government.” 

Sheldon Koonz, one of our directors, was with me when I wrote 
it. When it gets down to the mill, what happens? The boys ques- 
tion it and put it up on a standard form of letter for approval. 

The fact is, our statement is true. Let’s be frank about that. 
You fellows didn’t uncover these letters. We gave you these letters 
and said, “Here is the evidence.” There is no mystery about it, 
Have we ever withheld anything from you? 

Mr. Henry J. Katsur. Have you? 

The CuarrMan. He isn’t answering questions. You may proceed 
to testify. 

To me there was a discrepancy between the statement of Mr. 
Henry Kaiser and this letter. [am glad to have your explanation of it. 

Mr. Epe@ar F, Kaiser. Thanks very much. I would certainly like 
to leave it clear that we brought the letters. They are on file. 

Mr. Henry J. Kaiser. Many of the specific items to which atten- 
tion was called during the hearings were never submitted by us to 
the Air Force for payment. For example, we never asked the Air 
Force to pay for any of our interest expense. We never asked the 
Air Force to pay for any part of the $60,000 mentioned as the cost 
of the dedication ceremony for the first C-119; in fact, we ourselves 
proposed that this item not be charged to the Air Force. 
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We never asked the Air Force to pay for vacations earned on auto- 
motive work; in fact, we ourselves proposed the vacation formula 
that was adopted. 

Senator Byrp. Let me ask a question. 

The CuarrMan. Senator Byrd. 

Senator Byrp. Assuming that the Air Force had granted this pay- 
ment of this money for the newspaper advertising, you would have 
accepted it, I assume? 

Mr. Evear F. Kaiser. I am sure they would have. 

Senator Byrp. If you did not want it, why did you sign the letter? 

Mr. Epa@ar F. Karser, I did not sign the letter. If it had been 
brought to my attention I would have stopped it. 

Senator Byrp. Who signed it? 

Mr. Epe@ar F. Kaiser. Mr. Cocks, an assistant auditor. 

Senator Byrp. Did he sign it with your knowledge? 

Mr. Epa@ar F. Katser. No. There was nothing about it. 

Mr. Henry J. Kaiser. Senator Byrd, get this clear: Edgar had on 
the advertisement page, he had that arrangement. The public rela- 
tions man took it off. 

Senator Byrp. Are you not the president? 

Mr. Epa@ar F. Katser. Yes; I am. 

Senator Byrp. Can he make changes in your letter without your 
consent? 

Mr. Epa@ar F. Kaiser. He did not make a change in the letter. 
He merely handled this as an accounting procedure. 

Senator Byrxp. You made it one kind of letter and they changed it? 

Mr. Epa@ar F. Kaiser. When I wrote it I made it ‘ Not chargeable 
to the Government.” I did not send the memorandum to the 
accounting office saying ‘‘ Don’t charge it.’””’ It never occurred to me 
that anybody would question the item. 

Senator Byrp. What is the letter? 

Mr. Epv@ar F. Kaiser. That is the one in the record. I wrote the 
letter to Senator Bridges. 

Senator Byrp. What letter is that? 

Mr. Ena@ar F. Kaiser. The letter here. 

Senator Byrp. I understand that. I understood you to say that 
you wrote some letter expressing the opinion that this should not be 
allowed as a deduction of expenses. 

Mr. Epa@ar F. Kaiser. When I drafted this letter I had afterwards, 
when we were publishing it, ‘‘Not chargeable to the Government” 
written in parenthesis in my draft. Sheldon Koonz recommended I 
take it out. It was never any intent on my part, but I did not write 
a memorandum to the audit section and say “‘ Don’t raise the item for 
question.” 

Senator Byrp. If you think an item is not deductible you do not 
have to raise the question, do you? You just do not deduct it. 
There must have been some doubt in somebody’s mind. 

Mr. Epear F. Kaiser. As I understand this, all these items go 
into an account and then the Air Force auditor and our people sit 
down and review them. 

Senator Byrp. There must be a great many items in your business 
that are not deductible as an expense; are there not? 

Mr. Epa@ar F. Kaiser. That are not reimbursable, you mean? 

Senator Byrp. Yes. 
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Mr. Epe@ar F. Katser. That is right. 

Senator Byrp. You have an automobile business and you have an 
airplane business under the same roof? 

Mr. Epear F. Kaiser. That is right. And all my personal ex- 
penses, they are not charged, any proportion of them. 

Senator Byrp. Why is there any question about the fact that this 
would be reimbursable? Very clearly it could not be reimbursable. 
It would seem to me it should not even have been submitted to the 
Air Force unless somebody expected somewhere along the line that 
it would be reimbursed. 

Senator Symineron. Could I ask a question there? Did you file a 
voucher for the $60,000 for the dedication ceremony comparable to the 
voucher you filed for the cost of the advertising? 

Mr. Epe@ar F. Katser. Yes. We filed a letter. 

Senator Symineron. A letter? 

Mr. Epa@ar F. Kaiser. A letter setting forth the whole thing. 

Senator Symineron. Asking for the money for the dedication? 

Mr. Epaar F. Karser. No. 

Senator Symmneron. That is what you did on the voucher? 

Mr. Enear F. Kaiser. We asked for some of it, and we said no on 
others. 

Senator Symineron. I want to get straight: What is the difference 
between the advertising and the $60,000 based on your testimony for 
the dedication ceremony? Why is one handled on the basis of writing 
a letter and the other not on the basis of writing that kind of letter? 

Mr. Epcar F. Katser. Stuart, I am not clear on your question. 

Senator Symrveron. Would you read the testimony of your father, 
on the last two paragraphs? First you talk about the advertising, 
and that has been pretty well cleared up. In the next paragraph 
you say you never asked for the Air Force to pay for any part of the 
$60,000. If you did not ask for that, or if you did not ask for interest 
expense which presumably you would or would not do based on 
standard policy in the Air Force, under a cost-plus-fixed-fee contract, 
my question is why, if you did not ask for it there, did you ask for it 
above unless above you wanted to get it for the advertising. 

Mr. Enear F. Kaiser. I do not think we can deny that the auditor 
when he wrote that letter was asking whether or not it could be put in. 
We cannot deny that and we do not attempt to. 

Senator Symineron. Was he asking on the basis that he would 
get it or hope to get it? 

Mr. Epear F. Kaiser. He was asking on the basis that he hoped 
to get it. 

Senator SymineTon. That he wanted to get the money for the 
advertising? 

Mr. Epear F. Kaiser. Yes. 

Senator Byrp. Here is what he said: “Your approval of this ex- 
pense as a proper charge to the cost of Government contracts is re- 
quested.’’ Signed by Cocks. 

Mr. Epear F. Kaiser. Right. 

Senator Byrp. He did not ask whether or not he should get it. 

Mr. Epear F. Kaiser. It is a very technical point. Mr. Syming- 
ton is absolutely correct. We did not—you see, many times we are 
turned down when we file something. We file a claim and ask for 
payment if we think it is a proper charge. Our statement here is 
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that we did not file a claim to try to override his decision on that. 
And that is different than the dedication expense. 

Senator Byrp. You did ask for it in the first instance. 

Mr. Epe@ar F, Kaiser. The auditor did, yes. 

Senator Byrrp. Let me ask this question and I say it with all fair- 
ness, because I want to find out the purpose in writing this letter. 
You only published this letter in cities or places where you had a plant. 

Mr. Epear F. Katszr. That is right. With one exception. 

Senator Byrp. And that happened to be in New Hampshire, 
one of them? 

Mr. Epoar F. Kaiser. That is right. 

Senator Byrp. Is that done for the purpose of arousing the ani- 
mosity of the people in that plant toward Senator Bridges? 

Mr. Epe@ar F. Kaiser. No, sir. 

Senator Byrp. Why was it done? 

Mr. Epear F. Kaiser. It was done because we were being accused 
of being wasteful, having exorbitant charges, and we had a serious 
morale problem. We are selling, in our automobile business, prod- 
ucts to the consumer. It damages public confidence to have those 
kinds of statements come out. It also damages the morale of our 
people. 

Senator Byrp. Why not publish it all over the country? Why did 
you select those places where votes perhaps would be influenced 
against Senator Bridges? 

Mr. Epe@ar F. Katser. We published it only in those cities where 
we had plants. 

Senator Byrp. I say if it is a matter of general interest why did 
you not publish it everywhere. You published it in Washington? 
You do not have a plant in Washington, do you? 

Mr. Epaar F. Kaiser. Yes, we have, right outside of Washington. 
A very small one. But we say, with the one exception—— 

Senator Byrp. Washington does not seem to be on this list. 

Mr. Epne@ar F. Katser. It was. It was published in Washington. 
We say it is there because of the Members of Congress and the Air 
Force. It bothers us with the Air Force. 

Senator Byrp. This is taken from the Washington Post, incidentally. 

Mr. Epear F. Kaiser. Right. 

Senator Byrp. In other words, if a Senator of the United States 
does his duty in exposing certain extravagances of contracts with the 
Government, I do not think that an attack of this character should 
be made upon him, especially if the effort is made to charge it up to 
the Government. 

Mr. Epa@ar F. Katser. I do not think we are attacking the Senator 
in there. 

Mr. Henry J. Katsur. Senator, may I say this: Edgar has said 
that he was concerned with his employees, that the employee morale 
would break down if we were considered as we were. He told me that 
he wanted to do this in order to keep up the morale in his plant. 

Senator Byrp. I can see your right to do it and do it on your own 
accord. 

Mr. Henry J. Kaisur. It is not a question of right, it is the question 
of the purpose of doing it. 

Senator Byrp. The effort was made at least to have this paid for 
by the Government, attacking a United States Senator. It was not 
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yen to your employees because it was published in Washington, 

Mr. Henry J. Kaiser. We have a plant outside of Washington. 

Senator Byrp. Your son said it was because of the Senators and 
Congressmen. 

Mr. Henry J. Karsur. We have a plant outside of Washington. 

Senator Symrneron. How many people are employed in that 
plant? 

Mr. Henry J. Karsur. I do not know. 

Mr. Epaar F. Kaiser. I think only 50 or 60. 

Senator Symineron. What do you build there? 

Mr. Epe@ar F. Karsur. A project for the Bureau of Standards, 
classified, Mr. Symington. 

Senator Byrp. It would have been cheaper to circularize those 50 
rather than publish in the Washington Post. 

Mr. Epear F. Katser. We did not claim we did it in Washington 
because of that plant. We did it in Washington—it says we are 
saying this to Members of the Congress and to the Air Force, I think, 
or Defense Department. We said that right cold turkey. 

Mr. Henry J. Kaiser. What are you asking for in the letter? 

Mr. Epnear F. Kaiser. We were asking for a hearing. 

Mr. Henry J. Kaiser. Is it wrong to ask for a hearing? 

Mr. Epear F. Katsur (reading): 

In view of your request for an investigation and, now, O’Konski’s demand for 
cancellation of the contracts without any hearing, I believe it is imperative 
that the correct facts be presented to the proper congressional committee, both 
for the protection of the defense program and the thousands of people who 
are directly affected. The management of Kaiser-Frazer agrees with you that 
the defense program and its costs are of paramount importance to our country. 
We will appreciate any help you can give us in seeing that this matter is brought 


before the public through the proper congressional committee at the earliest 
possible date. 


Mr. Henry J. Kaiser. Is this an attack? 


On November 12, Representative O’Konski, from Wisconsin, who obviously 
appears to represent special interests, issued a release demanding the immediate 
cancellation of all Kaiser-Frazer airplane contracts, stating that he bases his 
demand on your reported statement. 


Mr. Epear F. Kaiser. Right. 


Senator Byrp. In other words, the Congressman represents special 
interests— 


0’ Konski, endeavoring to ride the coattails of your request, is ready to prejudge 
the matter without any inquiry as to the correct facts. Judgment without 
trial is certainly not an American tradition— 
and so forth. 

If the Congressman is riding on Senator Bridges’ coattails and 
represents special interests, you did not mean of course that Senator 
Bridges represents special interests? 

Mr. Epaar F. Kaiser. No, we did not say that, either, or infer it. 

Senator Byrp. You do think the Congressman represents special 
interest. 

Mr. Epaar F. Kaiser. Yes. We said so. 

Senator Byrp. What are the special interests? 

Mr. Epvaar F. Katser. Cyrus Eaton, in my opinion. 

Mr. Henry J. Katser. He told me so. He told me Cyrus Eaton 
was in to see him. O’Konski did. 
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Senator Byrp. It does include an attack upon a Congressman, 
There is no question about that. 

Mr. Epaar F. Kaiser. Yes, sir. 

Mr. Henry J. Katser. He tells the truth himself. He made one 
statement to the press and then withdrew it and then made another 
statement. 

Senator Symineron. Do you believe it is right for a company 
heavily involved in Government contracts to take a direct position in 
senatorial congressional campaigns? 

Mr. Henry J. Kaiser. To do what? 

Senator Syminaton. To take a direct position. 

Mr. Henry J. Kaismr. In senatorial campaigns? 

Senator Symineron. Yes. 

Mr. Henry J. Katsur. No sir; I do not. 

Senator Symineron. Has anybody in the Kaiser-Frazer Corp.— 
you or your son or any high officials in your company—taken an 
interest in any senatorial campaigns? 

Mr. Henry J. Kaiser. To my knowledge I have never taken and 
I know of no one in our company—I know of no one in our company. 
I have been particularly fussy about that. 

Senator SymineTton. If anybody in your company in high office was 
raising funds for one candidate against another, in a senatorial cam- 
paign, you, with a great deal of cost-plus-fixed-fee work in the Govern- 
ment, that would have been done without your knowledge? 

Mr. Henry J. Katser. Yes, sir. 

Senator Symineron. Thank you. I wanted to be sure of that. 

Mr. Henry J. Kaiser. Yes, sir. I am dead against that. I have 
even taken the position that I have not contributed to any cam- 
paigns, Democrats or Republicans. I question now whether that is 
right, since all the companies in the country are showing evidence of 
contributing to both sides. Maybe that is the way to get money 
from the Congress. I do not know. I do not know what to do, 
really. 

Senator Syminetron. You might, inasmuch as you are testifying 
here—and I know you want to say what is correct—you might check 
that with some of the leading members of your own organization. 

Mr. Hewry J. Katsur. I would be delighted to. I would be glad 
to have you give me the names so I can check it. We have 50,000 
people. If somebody is doing something, I seriously object to it. 

The Cuatrman. What would you do, Mr. Kaiser, if you found it 
to be true? 

Mr. Henry J. Kaiser. Probably discharge them. I am so serious 
about it. Because they know that is not the policy—they know, if 
they know anything about this company, they know that it is not 
the policy of this company. 

Senator Symincron, If somebody in your organization called up 
the Air Force and said, “We would like to get information about a 
former member of the Air Force who is running for the Senate, that 
would hurt him in the campaign,’ and they were told that there was 
not any bad information, and this fellow said, “It doesn’t make any 
difference whether it is good or bad, you give it to us and we will use 
it the way we can,” you would not approve of that? 

Mr. Henry J. Kaiser. He ought to be discharged if somebody did 
what you said. 
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Mr. Epaar F. Katser. I can assure you this is absolutely not true. 
You have known both of us too long. 

Mr. Henry J. Kartser. You do not think we would do anything 
like that, Stuart, do you? Or approve of it? You know me well 
enough, and you have known me for years. Do you really belieye—— 

Mr. Evear F. Katser. Do you think either of vs would? 

Mr. Henry J. Kaiser. Do you believe either of us would do a thing 
like that? 

Senator SyMineron. I am only asking questions. 

Mr. Epear F. Kaiser. No, Stuart, answer it. Do you think so? 

Senator Symineron. As long as you bring it up, I will tell you that 
somebody whom you have often expressed great confidence in, and 
respect for their ability and integrity, furnished the information that I 
received with respect to one of the highest officials in your company. 
So let us not quibble around about it. 

Mr. Henry J. Katser. Let us name him. Would you care to name 
the official? 

Senator Symrncron. I will be glad to have him come down here 
and testify before this committee if you think it is advisable. 

Mr. Henry J. Karser. I sure do. 

Senator Symineton. That will be done. 

Mr. Henry J. Kaiser. Could you name the official now? We 
have nothing to hide. Let the public know it now. 

The CuarrmMan. We will go on—— 

Senator Symineron. We will have him come before the committee 
and make the statement. Excuse me, Mr. Chairman. 

Mr. Henry J. Kaiser. Thus, the public has received an entirely 
erroneous impression from the hearings to date, which I know this 
committee will correct after it reviews the evidence we are submitting 
today, most of which is confirmed by documents already in the pos- 
session of your committee’s staff. 

This committee should know that Kaiser-Frazer has other Goverr- 
ment aircraft contracts and subcontracts—all of them on a fixed-price 
type basis. Kaiser-Frazer is the sole producer of the R-1300 aircraft 
engine, under license from Curtiss-Wright Corp. 

We believe the records will substantiate that our performance as to 
costs, quality, and delivery under this contract is among the top- 
ranking engine producers in the country for the Air Force. We are 
machining wo forgings for Boeing Aircraft on the B-52 program. 
We are building large subassemblies for Lockheed on the Navy P2V 
patrol bomber. Both Boeing and Lockheed are well satisfied with 
our performance under these contracts. 

I am going to file, for the record, a detailed statement with respect 
to each of the points on which questions were asked, and testimony 
given, in the hearings of June 2 to June 5. I respectfully request that 
each member of this committee read with special care the portion 
having to do with audit and cost procedures at the Willow Run plant. 

Mr. Solomon, Air Force auditor at Willow Run, testified that, in 
his opinion, no costs not allocable to defense contracts have been 
reimbursed. 

Nevertheless, Mr. Solomon’s testimony, in response to the questions, 
left a definite impression—which I am confident he never intended— 
that Kaiser-Frazer had submitted claims for reimbursement under 
the aircraft contract on items that should have been charged to auto- 





motive and, 
duplicate ck 
Mr. AnT« 
not you suk 
months of t 
Mr. Ene 
the account 
Mr. ANT 
Mr. Eve 
question. 
it to be el 
time, and } 
point that 
There v 
approved | 
Mr. AN 
submit an 
Mr. Ep 
Mr. An’ 
Mr. Ep 
(The st 


The acco 
However, t 
vacation pé 
vacation Pp: 
Force on ! 
except for 
in determi 
motive anc 
Force auth 

The vac 
for the last 
all prior p 
corporatio 
year, was 
included i 

An addi 

Although 

in June o 

veloped fc 

Until this 

not be ap 

after the 
6-month 
staff, was 
Thus, t 
for the cs 
adjustme 
formula. 
sequence 
work his 
The ta 
subseque 
through 
reflected 
audit for 
in the tr 

Februar 

1952) v 
further 
of 1953, 





tanta Cie 


Ongar 


AIRCRAFT PROCUREMENT 307 


motive and, further, that there was an attempt by Kaiser-Frazer to 
duplicate charges. 

Mr. Anton. At that point would you tell the committee whether or 
not you submitted any public vouchers for vacation pay the first 18 
months of this contract? 

Mr. Epne@ar F. Kaiser. I do not know that. But I do know that 
the accounting manual was not approved until 11 or 

Mr. Anton. Did you or did you not submit public vouchers? 

Mr. Epe@ar F. Katser. I do not know. I already answered your 
question. But I don’t want you to get in here that if we did—I want 
it to be clear that the accounting manual was not approved at that 
time, and it could have been submitted for later review. That is the 
point that was not brought out. 

There were 11 months went by here when a procedure wasn’t 
approved by the Air Force. 

Mr. Anron. After the accounting manual was approved, did you 
submit any public vouchers? 

Mr. Enaar F. Katser. Yes, we have submitted public vouchers. 

Mr. Anton. May the committee have copies of those for the record? 

Mr. Epe@ar F. Kaiser. Certainly. 

(The statement referred to is as follows:) 


The accounting manual was approved by the Air Force on October 26, 1951. 
However, the manual did not include any procedure for distributing the cost of 
vacation pay between automotive and aircraft work. A formula for distributing 
vacation pay costs was worked out by the corporation and submitted to the Air 
Force on May 7, 1952. The Air Force accepted the formula on June 4, 1952, 
except for the question of whether vacation hours should be included or excluded 
in determining the proper basis for allocation of overhead costs as between auto- 
motive and aircraft work. This question is now a matter of appeal to higher Air 
Force authority in accordance with the provisions of the contract. 

The vacation pay formula approved by the Air Force was first put into effect 
for the last payroll week in June 1952, and appropriate adjustments were made for 
all prior payrolls. For the calendar year 1951, the adjustment agreed on by the 
corporation and the Air Force audit staff, included in the joint audit report for that 
year, was $468,967.10. For the first 6 months of 1952, the agreed adjustment 
included in the joint audit report for that period was $170,354.96. 

An additional adjustment was subsequently made for the last 6 months of 1952. 
Although the new formula had taken effect beginning with the last payroll week 
in June of that year, the formula required that extensive work histories be de- 
veloped for each employee affected, in many cases covering the previous 24 months. 
Until this information was developed for each employee, the new formula could 
not be applied to his payroll record, and retroactive adjustments had to be made 
after the information was compiled. The total of these adjustments for the last 
6-month period of 1952, as agreed by the corporation and the Air Force audit 
staff, was $53,989.87. 

Thus, the total adjustments as a result of the revised formula totaled $693,311.93 
for the calendar years 1951 and 1952. Of this amount, only $53,989.87 represents 
adjustments for payroll periods following the approval of the new vacation-pay 
formula. The retroactive character of these adjustments was an inevitable con- 
sequence of the formula adopted, since the formula required the use of individual 
work histories that had to be compiled over a period of time. 

The task of completing these work histories and revising them to take account of 
subsequent employee transfers between aircraft and automotive work continued 
through the early months of 1953, and an additional adjustment will probably be 
reflected when the corporation and the Air Force audit staff agree on the joint 
audit for the first 6 months of 1953. According to Mr. Solomon’s table appearing 
in the transcript at page 322, the aggregate amount of these adjustments through 
February 28, 1953 (including the various adjustments listed above for 1951 and 
1952) was $715,631.44, apparently indicating that approximately $22,000 of 
further adjustments are believed necessary by Mr. Solomon for the first 2 months 
of 1953, 
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Mr. Henry J. Kaiser. I wish to state for the record here that 
there is absolutely no truth whatsoever to such inferences. The de- 
tailed statement I am filing covers each one of these items in detail. 

The Cnarrman. Mr. Kaiser, we have a difference of opinion here 
as to what was said or what was inferred here. This is a good chance 
to straighten it out because you say ‘There is absolutely no truth 
whatsoever to such inferences.” 

You have undoubtedly, I assume, read all the testimony of the Air 
Force witnesses which this committee heard under oath, and also the 
former Secretary McCone, whom we heard under oath. 

You refer to absolutely no truth in inferences and to false inferences, 
and you took issue with me when I gained the impression that you 


said more. Now you question the facts of the statements which they 
made. 


Did they tell the truth or didn’t they? 

Mr. Henry J. Kaiser. That is too broad a question. Edgar can 
answer the details. We have an 88-page record right now, Senator, 
that has been very carefully prepared. I think it will answer every 
one of your questions. 

Mr. Epear F. Kaiser. I can answer it. I think they told the 
truth. I just don’t think all the facts got out. I think an impression 
was created by not getting all the facts out. 

The Cuarrman. You say that everything they said was the truth, 


but 

Mr. Epaar. F. Karser. No. 

The CuarrMan, Isn’t that what yousaid? That you thought they 
told the truth? 

Mr. Epa@ar F. Kaiser. But they did not go all the way. Even 
when you read Solomon’s exhibits, what he has there is right. But 
it looks as though, when you read it actually, he doesn’t claim that we 
claimed all that stuff. But the questioning indicates that we did. 

The Cuarrman. In other words, everything as far as you know was 
the truth. You say that the truth as testified to this committee 
didn’t give the full picture as you would like the committee to know it? 
Is that it? 

Mr. Epaar F. Karser. I can’t really be in a position—and I am 
not saying that maybe they didn’t tell the truth—to know whether or 
not all the facts—I can only check on the ones we checked—that they 
stated are so. 

I don’t aecuse them of that. What I accuse them of is not getting 
the other side of the story out. It is just like this business of charging 
all the tooling and all the preproduction expenses against 71.4 air- 
planes instead of 159. 

It is bad enough with 159. But why charge it all against 71.4 and 
compare that with 71.4 of Fairchild at a given stage of production 
with some of the tooling already written off? I don’t think that is 
fair. 

The Cuarrman. If General Cook testified here that he agreed with 
all the figures given by the Air Force, and they challenged none of the 
facts presented in the hearing, and if you don’t, then it is a 








Mr. Epv@ar F. Kaiser. No; General Cook didn’t do that. General 
Cook repeatedly said they are not comparable. _ 
The CHarrMan. He said, in answer to a question by me: 


I know of no inaccuracies in the figures that the Air Force could challenge. 
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Mr. Epear F. Kaiser. Didn’t he say in that same business in 
there that they are not comparable? 

Mr. Henry J. Katspr. Yes; he did. Time and time again. Read 
it, Ed. 

The CHAIRMAN (reading): 

The CuarrmMan. I understand from your statement that as far as you are 
concerned as to the figures, that you know of no particular factor here that was 
testified to this morning the Air Force would challenge? 

General Coox. I know of no inaccuracies in the figures that the Air Force 
would challenge. 

Then we go on to further questions. Let’s clear it up later. 

Mr. Epecar F. Kaiser. On June 5, at the same time—if somebody 
has the June 5 transcript— 

Mr. Henry J. Kaiser. Would you like to clear it up later? 

The CuarrMan. Yes. 

Mr. Henry J. Kaisyr. In contrast to the false and damaging 
impressions that have been created about us as the result of these 
hearings, a number of equally false, but favorable impressions have 
been created about Fairchild. 

Thus, the public appears to have formed the impression that Fair- 
child owns al] the rights to the C—119, including a monopoly on the 
right to build it, and that when the Government awarded a C-119 
contract to us, the Government was unfairly taking something away 
from Fairchild. 

As the records in the possession of your committee’s staff will show, 
the fact is that for military purposes the C-119 does not belong to 
Fairchild. 

For military purposes it belongs exclusively to the United States 
Government, which spent millions of dollars to have it built and 
developed by Fairchild. The fact is, the Government built and owns 
the major plant in which Fairchild builds C-119’s at Hagerstown. 

I would like to clarify one paragraph at the top of this statement 
which I filed yesterday, pursuant to the committee’s request. 

In the mimeographed copy I said the C—119 plane is owned not by 
Fairchild but by the United States. The United States does hold 
and own the military rights and paid to have the plane developed and 
built at Government expense, and since these are military contracts we 
are talking about, my point is correct; that this plant, for military 
purposes, belongs to the Government and not to Fairchild and there 
never has been any question as to our building the plane for com- 
mercial purposes in competition with Fairchild. 

Senator Symrneron. Mr. Kaiser, I would like to ask you a question 
there so long as you bring up the question of Fairchild. 

If you have a cost-plus-fixed-fee contract, if you are in a Govern- 
ment plant or under private ownership, the nature of cost is inter- 
preted in the contract so that you are not punished either by operating 
out of a Government contract or a private contract; is that correct? 

Mr. Henry J. Katser. That is correct. 

Senator Symineron. So that the fact that the Government owns 
the Fairchild plant or the Government owns the Willow Run plant, 
or does not, that has not got anything to do with comparative costs? 

Mr. Henry J. Katser. Except this—— 

Senator Symincron. If it is properly segregated. 
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Mr. Henry J. Kaiser. That is right. But somebody has to pro- 
duce the money. The statement has been made that we are getting 
money from the Government being handed out to us. We had to 
borrow everything on every plant, as you know, Stuart. 

Now, what we did on the steel plant—on the steel plant the Gov- 
ernment furnished $200 million and then sold it back to the steel 
company for 20 cents on the dollar. 

We had to borrow the money, as you well know, and you said you 
didn’t think it was right; we had to borrow the money and then pay 
$23 million interest on it. That is the comparison that isn’t right. 
It is the interest. 

Senator Symineton. You thought it was an unfair deal then. But 
you don’t think it is so unfair now, do you? 

Mr. Henry J. Kaiser. Because I borrowed $200 million more to 
put into it? 

Senator Symineron. How much profit have you made on the steel 
operation? 

Mr. Henry J. Kaiser. I will give you a statement on it. The 
Government 

Senator Symrneton. That is off the question of the C-119. I 
would like to go back here. You say that you never asked the Air 
Force to pay for any of your interest expense that involves private 
money. 

Isn’t there a policy on a cost-plus-fixed fee contract as to whether 
you would or would not be reimbursed for the interest? 

Mr. Enear F. Kaiser. Interest is not allowable expense. 

Senator Symineron. Then if you knew that you normally wouldn’t 
ask for it. 

Mr. Enaar F, Katsmr. It was referred to in here as something that 
the auditor had allowed on us, that we claimed it. 

Senator Symineton. What I am trying to get at is that that is the 
type and character of expense that is taken into consideration, in 
private ownership against the Government. 

Mr. Henry J. Katser. Fairchild has no interest. It is Govern- 
ment money. 

Senator Symineron. My only point is that you always analyze the 
differences in operations in a Government plant and private plant. 

Mr. Hewry J. Katser. I agree with you. 

Mr. Epnear F. Katsrer. What is fair about saying that here are 
some interest charges we are trying to claim? It looks like we were 
trying to claim it. We weren’t doing that. 

Mr. Anton. The record will show that is not the statement. 

Mr. Epaar F. Katser. I have found that reference to General 
Cook, if I may read it. You said (p. 395): 

The CuarrMan. May I ask General Cook as the senior Air Force officer here 
if the Air Force has listened to the presentation by representatives of the Air 


Force this morning, and do you care to challenge or to in any way criticize any 
of the figures given here, or do you want to stand on your own auditor’s state- 
ments? 

General Coox. Mr. Chairman, I feel—I know that the figures that the auditors 
have given you are correct in the eyes of the Air Force. However, I feel that in 
fairness to everyone here, including your own distinguished committee, that there 
is a possibility of having figures used in a comparable sense which really are not 
comparable. 
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Mr. Ruopss. Carrying that a step further, then you say that the 
Air Force created an untrue inference? 

Is this not true? Isn’t that the nub of what you are saying? That 
the Air Force created, by these figures, an untrue inference? 

Mr. Fpcar F. Katser. No. 

Mr. Henry J. Kaiser. You are putting words in my mouth. 

Mr. Ruopes. I am asking a question. 

Mr. Enaar F. Katser. | am the one who said this. 1 think Mr. 
Anton did, because he only asked the questions that would develop 
Kaiser-Frazer in a bad light. 

Mr. Ruoprs. We are talking about the figures that General Cook 
said had been submitted by the Air Force. You now say they create 
an untrue inference. 

Mr. Epecar F, Kaiser. Unfair comparison. False impression. 
That is what we said. And I think they do by not bringing the other 
side out. The funny part to me is—for instance, I keep asking this 
question: Is it fair to include all the preproduction expense and tooling 
against 71.4 airplanes. 

Mr. Ruopes. I am not arguing this point. 

Mr. Enear F. Karser. Can’t you say it is fair or isn’t? 

Mr. Ruopss. I am saying to you, you are finding youself at vari- 
ance with the Air Force figures. Can we leave it at that? 

Mr. Henry J. Katsur. No. 

Mr. Epvear F. Kaiser. No, absolutely not. 

Mr. Ruopss. I am sorry, Mr. Chairman. 

Mr. Epnear F. Karser. I think you are right if you are talking 
about—but Solomon didn’t say those words. He just submitted 
some figures. He doesn’t explain them. 

Mr. Ruopes. You are trying to prove something out of General 
Cook’s mouth that I don’t think you can logically prove. 

Mr. Epaar F. Kaiser. General Cook repeatedly said all the way 
through here, these figures are not comparable. 

Mr. Henry J. Kaiser. He said it in the whole complete statement. 

The CuHarrMan. But at the end, Mr. Kaiser, he said in answer to 
my question: 

I know of no inaccuracies in the figures that the Air Force could challenge. 

Mr. Epear F. Kaiser. That is right. 

The CuarrmMan. Up here he said, where you quoted: 

However, I feel in fairness to everyone here, including your own distinguished 
committee, that there is a possibility of having 
he doesn’t say they are, but there is a possibility. 

Go ahead, Mr. Kaiser. 

Mr. Henry J. Kaiser. The Government gives Fairchild use of the 
main Hagerstown plant rent free. For your information, Mr. Syming- 
ton, it was pretty difficult to come to you and get any money. Would 
Fairchild have the same problem? 

Senator Symrneton. Mr. Kaiser, you haven’t done so badly in 
getting money. 

The CuarrmMan. We can’t have you asking members of the com- 
mittee questions. You may proceed. 

Mr. Henry J. Karser. The Government gives Fairchild use of the 
main Hagerstown plant rent free. The Government foots the bill for 
development and facility expenses, and has done so for more than 10 
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(The docu 


A photostat 
follows below. 
on which the g 


years. In contrast, Kaiser-Frazer has all the expenses of private 
ownership at Willow Run, including property taxes and plant depre- 
ciation. I want to say this in answer to the question of whether I 
have done badly or not: 95 percent of our business is privately 









financed. Most people don’t know that. That should be a fact the Exarpit A—. 
public should know. the greets 
Senator Symineron. I am a very great admirer of Mr. Kaiser. He 194 7 
is bringing these things up. I was perfectly willing not to mention ee 

it, but I will say that if you will look at the record you will find that No- 
more things are privately financed that he did that went well, as against . mer- Na 
what the RFC now holds that didn’t go so well. rank 
Mr. Epear F. Kaiser. That is privately financed. ee 
Senator Symineton. The reason, as Edgar knows, that I didn’t : gaan 
want him to go into this business, is that I was afraid of what would 8 | Ford Mo 
happen and I so told him what did happen would happen, that there 1° | General | 
would be accusations of putting overhead in the automobile business 8) een 
on the aircraft business. 19 | Consolid 
We went into that. I would like to make the record show also that 3 | Sendix 
you are a fine manufacturer. But the record is the record. .| 
Mr. Henry J. Karser. I agree. 34 | Bell Air 
Mr. Epe@ar F. Kaiser. I don’t. The auditor testified —— a 
Senator Symineton. May we go ahead with the C-119? Hh rg 
Mr. Anton. Mr. Kaiser, could you tell the committee what you 44 | Glenn 
received from the Government under this contract on plant deprecia- St | Nash 
tion? How much? a | so 
Mr. Henry J. Kaiser. Edgar? 68 | ‘The A\ 
Mr. Epear F, Kaiser. I can’t give that figure. °) Som 
Mr. Ayton. Is it in the neighborhood of $14 million a year? Ss | Higa 
Mr. Epaar F. Karser. I don’t know that. $6 | Clevel 
The Cuarrman. Will you furnish it for the committee? ah 
Mr. Epagar F. Katser. Yes, sir. ‘aan 
(The statement referred to follows:) 1 Includes ! 
The total amount of depreciation charged to the Government under the C-119 a oresludes } 
contract from its inception in December 1950 through May 31, 1953 is $948,840.28. aircraft divisi 
Of this amount, $351,970.15 represents depreciation on the Willow Run facilities Source: W! 
purchased by Kajiser-Frazer from War Assets Administration, the predecessor of 
General Services Administration, and the remainder oe poset depreciation on Senate 
machinery and equipment owned by Kaiser-Frazer and used in performing the . 
C-119 contract. On an annual basis, total depreciation ehar ed t to the 119 various 
contract has averaged approximately $380,000 per year, of which depreciation on does the 
the Willow Run facilities purchased from the Government has averaged approxi- tracts fe 
mately $145,000 per year. savings 
Mr. Henry J. Katser. The Government, during World War II Mr. I 
invested almost $42 million in facilities operated by Fairchild, as com- Senat 
pared to a little over $1 million invested by Fairchild itself? Metal | 
Mr. Anton. Could you furnish the committee with a detailed state- tions, ¥ 
ment as to this $42 million? Mr. . 
Mr. Henry J. Kaiser. We will attempt to do that. Sena 
Mr. Anton. I believe that will be very important for the committee $772, 0( 
to have that information in detail. $11,80: 
Mr. Henry J. Katser. It is already in the statement. and th 
Mr. Epcar F. Katser. It is in the report of Surplus Property The 
Administration to the Congress, entitled “Aircraft Plants and Facili- Coast 
ties,” dated January 14, 1946, page 40. $420,4 
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(The document referred to follows:) 


A photostat copy of the table appearing in the above cited report at page 40 
follows below. The report does not give any details as to the particular facilities 
on which the sums mentioned were spent, or where these facilities are located. 


Exuisit A.— Aircraft manufacturers as ranked among the 100 corporations having 
the greatest war manufacturing expansion (value of facilities authorized—June 
1940-—August 1944) 

[Thousands of dollars] 





























Nu- Aircraft only Total expansion 

Neal Name of corporation - — } ee 

rank | Total Public | Private | Total Public | Private 
2 General Motors Corp.!_..........- 535, 029 501, 359 33, 670 All, 704 800, 926 101, 778 
5 Curtiss-Wright Corp.............. 471, 523 425, 165 46, 358 }....- = a 
8 | Ford pe SS eS ------| 204, 931 223, 618 10, 773 371, 657 335, 473 | 16, 184 
4 Chrysler Corp. ial dicehiintnlas anni diane 198, 389 197, 614 | 765 313, 293 304, 238 9, 055 
10 | General Electric Co- 52, 734 49, 654 3, 080 291, 132 | 206, 120 85, 012 
13 | United Aircraft Corp.?_-_- 243,545 | 206, 667 36, 878 |-......- Sdhodedatbbiesteces 
15 | Douglas Aircraft Co_.............. 212,003 | 196.893 | 15,1120 }.......- Ri ciutes wed chasis welds 
19 | Consolidated Vultee Air. Corp....| 169,889 | 142,418 27,471 |.-- ree — A 
24 | Goodyear Tire & Rubber Co...__- 45,990 | 36,731 7,459 | 151, 267 | 108, 270 | 42, 997 
27 | Bendix Aviation Corp. -_......... | 121,320 | 110,554 10, 766 | niealisiilin cana = . 
30 | Packard Motor Car Co___......--| 93,397 | 93,084 313 | 108,007 | 102,658 | 5, 439 
32 | Continental Motors Corp-.-........ 89, 940 87, 952 2, 088 100,732 | 96,747 3, 985 
34 | Bell Aircraft Corp.............-..- 98,719 | 92,855 | 65,844 | we Aiea be ; 
35 | Studebaker Corp.__............... 93, 385 92, 8&8 724 | 98,653 92, 933 720 
4l Remington Rand, Inc.........-.. 22,940 | 22,730 210 | 88.718 | 84,142 | 4, 576 
42 | Sperry Corp _-. pAb. tsa ce 45,968 | 44,926 1,034 | 85,073 | 72,638 | 12, 435 
43 | North American Avia., Inc. ._...- 83,745 | 78,774 | eT Ao wnssmet eh cette dh talidln chain dhe 
44 | Glenn L. Martin Co_._.._...._..- 81,372 | 77,424 | a ee 
49 | Boeing Airplane Co____......_.._. |} 76, 494 71,089 | 65,355 |__.. hdd RENE 
54 | Nash Kelvinator Corp.-.........-- | 71,651 71,427 124 73, 341 72, 726 615 
57 | A. O. Smith Corp._............ | 45,219 44, 167 1,052 | 66, 216 | 60, 327 5, 889 
64 | Lockheed Aircraft Corp........... 54,910 | 29,814 is OD doe omtiteees id dentist Dettininelncamitity 
68 | The Aviation Corp.....-..-.---.-| 50,741] 48,079] 2,662 ]._...._. oo Oe eae 
69 | Allis-Chalmers Corp.........2-..-]| 25,145 | 25,145 |_...-- _| 60,198 | 41,442 | 8, 756 
78 | Republic Aviation, Inc........... 45,751 | 45,135 | ea eli Be Oe 
82 | Fairchild Aviation Corp. ....... 42,999 | 41, 625 | 1, 374 |... , Goss . 
85 | Higgins Industries, Ine_........-. 31, 100 31,100 }....-. .| 38.077 32, 307 | 5,770 
86 | Cleveland Pneumatic Tool Co... 35,563 | 27,910 7, 653 |...-. ‘ Sid : 
87 | Edw. G. Budd Co...............- 23, 511 21, 889 1,622 | 34,857 | 28, 628 | 6, 220 
88 | Thompson Products, Inc.........- 34, 518 30,48 | 4, 035 34, 807 30, 741 4, 065 








1 Includes AC Spark Plug Aero Products, Allison, Buick, Cadillac, Chevrolet, Delco Products, Eastern 
Aircraft, Fisher Body, Frigidaire, Packard electric divisions. 

2 Includes Hamilton Standard Propeller, Chance Vought Aircraft, Vought Sikorsky, and Pratt-Whitney 
aircraft divisions. 


Source: War manufacturing facilities, War Production Board, 


Senator Byrp. We have discussed interest. The fact that your 
various corporations have gotten $420 million in tax amortization, 
does that enter into the contracts in any way in computing the con- 
tracts for the Government? Was any credit given to the facts of the 
savings that result to you by reason of these tax amortizations? 

Mr. Ep@ar F. Kaismr. Senator, I am not really clear. 

Senator Byrp. The statement that I have here is that the Kaiser 
Metal Products Co. has already been certified to have tax amortiza- 
tions, which is anticipation 

Mr. Epe@ar F. Karser. 5-year depreciation? 

Senator Byrp. Yes, in the amount of $389,000. Kaiser-Frazer 
$772,000. Permanente Cement Co., $5,015,000. Kaiser Bauxite, 
$11,804,000. Kaiser Steel, $117 million, which has been approved, 
and there is an application still pending for $52 million. 

The Kaiser Aluminum & Chemical Corp., $283,787,000. Pacific 
Coast Steamship Co., that was withdrawn. That makes a total of 
$420,499,000. You received benefits from that, of course, because 
you can amortize your investment in 5 years. 
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Mr. Epvaar F. Karser. On 5 years instead of the normal period, Reconstr | 
right. eas 

Senator Byrp. Instead of 25 or 30 years. You are doing so at a 
time of very high taxation. 

Mr. Henry J. Katser. Did you ever figure what the other com- 
panies have? 

Senator Byrp. I am not talking about the other companies. 





—— 


Kaiser Steel Corp., 
Permanente Metals 
Kaiser Cargo, Inc., 





Mr. Henry J. Katser. You might make the comparison. 
Mr. Epear F. Kaiser. There are arguments both ways on that, 
Senator. 

Senator Byrp. Shouldn’t some consideration be given to that, 

which amounts, in effect, to a considerable tax reduction? 

Mr. Epear F. Kaiser. That is right. But likewise after the 5 
ears, depending on your tax rate, it can be an added burden, you see. 
t works both ways. 

Senator Byrp. I understand that. You are getting the reduction 

at a time of high taxation. 

Mr. Epaar F. Kaiser. The big one is the Aluminum Co. 

Senator Byrp. -Then if you have losses, by reason of taking this 

depreciation off, you can carry those losses further than 5 years. 

Mr. Epear F. Kaiser. At the present time I think it is 5 years. 

Senator Byrp. You have to consider that question, and the fact 

that you get these tax reductions by reason of the amortization, where 
the average time would be 25 or 30 years? 

Mr. Epaar F. Katsmr. Yes, sir. 

Senator Brrp. Then if that should occasion loss, you would still 

get the benefit of it and carry your losses more than 5 years. 

I think that is a considerable item. Iam wondering—I am not talking 
about what other companies do, but I am a member of the Finance 
Committee and I am wondering if some consideration shouldn’t be 
given to that in these Government contracts. 

Mr. Henry J. Kaiser. That is a very worthy question. But there 

are $26 billion of tax amortization already issued by the Government. 

Senator Byrp. That may be right or wrong. That has nothing to 

do with this question. 

Mr. Epaar F. Kaiser. I am not sure of this, but I think that is 

where it would come. 

(The document referred to above follows:) 


Kaiser— Taz amortizations: Applications, certifications, amortizations ' 





aos 

: Amount of Amount eligible for 
Company application certified | amortization 
in 60 months 
Kaiser Metal Products_...............--- Seiten wn eee $1, 608, 000 $1, 389, 000 $1, 042, 000 
Kaiser-Frazer bc udidedeaan lle de teenthatuitidialimaanioes 1, 461, 000 772, 000 579, 000 
Pommanente Oomnent 00. j5..<0cenne+sksedened ies sina 5, 733, 000 5, 015, 000 3, 109, 000 
meteor Bemxite....-......s0 See. pidtena sty 11, 804, 000 11, 804, 000 9, 543, 000 
Kaiser Steel__.......- Satellite Shiitidiitacnttil wsalitansliagiania ieee 175, 368, 000 | 2 117, 732, 000 98, 644, 000 
Kaiser Aluminum & Chemical Corp-..............--....------ 314, 426,000 | 283, 787, 000 208, 517, 000 
ge a ee ae eee | a | 775, 000 © eriBenhdeeens-5e- 
Kaiser Industries_ -- Seratalenining® Sow abieeiniceie 2, 510, 000 (3) A ee eo.e 
Pacific Coast Steamship Co-..- ~ ShibS -Thindpentnbergs dt | 27,000, 000 | (4) |nnnne+-------- 
TOCA. oon cet li dmcicbetiee nae bp adetew eo Setnannidintaies . 540, 685,000 | 420, 499, 000 321, 434, 000 

| | 





1 Altogether 62 applications were made of which 51 were granted in whole or part. Figures are as of June 
22, 1953. : 

3 Does not include application for $52,000,000 amortization allowance still pending. 

3 Denied. 

4 Withdrawn, 
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Reconstruction Finance Corporation—Loans to Henry J. Kaiser Co. and affiliates 


Amount out- 
standing 
May 31, 1953 


Year ap- | Net amount | Date 
proved disbursed repaid 


oneness animes iienincantstsinloecaisidions 
| 
| 
| 


Kaiser Steel Corp., Oakland, Calif 1942-45 $123, 304, 620 1950 





Permanente Metals Corp., Oakland, Calif. _-| 1941-43 28, 561,671 | 1945 

Kaiser Cargo, Inc., Oaklar id, Calif seul 1943 | 1, 000, 000 1946 . 

Kaiser-Frazer Corp., Detroit, Mich 33 iibek 1949 | 33, ! 520, 500 |.....-- $24, 963, 225 

Kaiser-Frazer Sales Corp., Detroit, Mich.. 1949-t 50 5, 128 8, 421, 9 900 
Tete... cbiiereds -bgdedbvidinbiateone badugdealh Tiiacs ow-| id, oll, 919 walk "33, 385, 12 





Reconstruction Finance Corporation loans to Henry J. Kaiser Co. and affiliates 











b Amount i 
Date approved authorized Remarks 
Kaiser Steel Corp., Mar. 4, 1942....- $48, 700, 000 
Oakland, Calif. | 
Novy. 2, 1942 | 26, 050,000 
| July 10, 1942 | 8, 619, 000 
} Oct. 1, 1942... 700, 000 | 
Apr. 10, 1943_...--| 21, 736,000 | 
Sept. 18, 1943 4, 000, 000 | 
Jan. 20, 1944 1, 000, 000 | 
Dec. 22, 1944_. .- 1, 000, 000 | 
EN ons achbawin 1942-44 .-------| 111,805,000 | Fully disbursed—$102,788,198 refunded Nov. 
17, 1945, by following loans. 
Aug. 18, 1945 ‘ 69, 500, 000 
Sept. 21, 1945_.....] 10, 318, 000 
Aug. 18, 1945... -.- 35, 510, 000 | 
Oth ods Jacek) MONG. etd TE O8 $102,788,198 used to refund prior loans, 40,182 


canceled— Loans repaid Nov. 1, 1950. 
Permanente Metals | Feb. 21, 1941 3, 500,000 | Refunded Jan. 19, 942. 


Corp., Oakland, Calif 


June 30, 1941... 5, 750, 000 Do. 

Nov. 10, 1941......| 21, 250,000 | Paid Oct. 24, 1945—$9,163,329 used to refund 
| | above 2 loans. 

Feb. 19, 1942. ...- | 2,000,000 | Paid Nov. 15, 1945. 

Mar. 4, 1942_.....-| 4,115,000 | Paid Nov. 29, 1945. 





Mar. 30, 1943 iol 750, 000 Do. 
Sept. 25, 1943__....| 360,000 | Paid Sept. 8, 1945, 
Kaiser Cargo, Ine., | Mar. 4, 1943 1,000,000 | Paid Feb. 14, 1946. 


Oakland, Calif. 





$879,500 canceled prior to disbursement. 
Kaiser-Frazer Corp.....| Oct. 6, 1949__- | 34,400,000 |;Outstanding balance May 31, 1953— 
$24,963,225. 
Kaiser-Frazer Sales | Oct. 21, 1949_.... 10, 000,000 | Outstanding balance May 31, 1953— 
Corp. } | $8,421,900. 
Dec. 4, 1950... 25, 000,000 | Paid Apr. 28, 1953, $2,374,872 canceled prior 





| to disbursement. 





Nore.—A net amount of $219,011,919 was disbursed on the above loans of which $185,626,794 has been 
repaid and $33,385,125 remains outstanding on the Kaiser-Frazer loans at May 31, 1953 


Senator Byrp, You mentioned a while back the fact that you have 
gotten most of your money from private sources, private means. You 
borrow ed $219 million from the RF C, and you now owe $33,385,000. 
That is about correct, is it not? 

Mr. Henry J. Kaiser. That is about right. 

Senator Byrp. Then you borrowed through the V-loans—— 

Mr. Epvaar F, Katser. That is private banks. 

Senator Byrp. But guaranteed by the Government. That is quite 
important. You borrowed originally $60 million of V-loans, 90 per- 
cent of which was guaranteed by the Government, and you now owe 
$41,480,000. Is that correct? 

Mr. Henry J. Kaiser. Senator, it is all in our testimony submitted 
nere, 
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Senator Byrp. I mean the total of these. I am not taking into 
account what you have paid off. The total of it runs about $280 
million from Government agencies, if this is all of it. 

Mr. Henry J. Kaiser. On page 84 of the statement we submitted, 
we show that Kaiser-Frazer received no greater degree of Government 
assistance than any other company. 

Senator Byrp. You have stated that only 10 percent, as I under- 
stand it, of your needs were furnished by the Government? 

Mr. Henry J. Kaiser. 5 percent. 

Senator Byrp. You borrowed $280 million from the Government. 
You do not mean that you borrowed nine times that much from other 
sources, do you? 

Mr. Henry J. Kaiser. Not now, not today. 

Senator Byrn. But the point is that you have to consider the whole 
picture. These loans that I am reading start in 1942. 

Mr. Henry J. Kaiser. Do you take into consideration the steel 
plants that got $6 billion worth of plants and bought them back at 
20 cents on the dollar? And we were forced to borrow and pay 
interest on it? Is not there something different in that? 

Senator Brrp. I am not discussing that part of it. 

Mr. Henry J. Kaiser. But you are discussing our borrowings. 

Senator Byrp. I am not discussing your steel plants yet. We may 
go into that later on. I am talking about your statement that you 
have been 90 percent privately financed. 

Mr. Henry J. Kaiser. Ninety-five percent at the present stage. 

Senator Byrp. I respectfully submit that the record will not show 
that, because you have borrowed at one time or another since 1942, 
$280,000,000, both from the RFC plus these V-—loans which are 
virtually Government loans because they are guaranteed 90 percent 
by the Government. 

Mr. Ena@ar F. Katser. May I answer that? There is a difference 
between us here. The $33,000,000 from the RFC is a loan of the 
nature you are speaking of. 

Senator Byrp. That is the present loan. You borrowed $219,- 
000,000. You have Government contracts which I think can be 
shown, and paid those loans off to some extent. 

Mr. Henry J. Kaiser. Would you allow me to explain that? 

Senator Byrp. My records show that you have $631,000,000 of 
Government contracts. That may not be the total. I am not com- 
plaining about it. You performed a very useful service. I am 
trying to get to the facts. 

Mr. Henry J. Karsur. May I explain that? Of that 200 some 
odd million, you are including the steel plant. We were forced to 
borrow the money while our competitors, several hundred miles 
away, were given the money by the Government to build the plant 
which they later bought at 20 cents on the dollar. You know about 
that. 

Senator Symineron. Anybody could have bought it. You could 
have bought it if you had come in and bid on it. 

Mr. Henry J. Karser. We were forced to buy it. 

Senator Symrneton. As I remember, you wanted me to close 
Geneva when I was in service because you could not compete with 
it. I told you to keep on going, maybe you could compete with it. 
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In any case you cannot close a $280 million plant. At that time 
you were buddies with Cyrus Eaton instead of fussing with him. 

’ You brought him down in a frock coat and made quite a show of 
it before Senator O’Mahoney. As it turned out Geneva went fine. 
Everybody in Utah is happy and you are happy because Fontana is 
making a lot of money for you. I think Senator Byrd’s point is well 
taken. You have borrowed more money from the United States 
Government to go into business than anybody in the United States, 
[ will bet. That is the only thing that Senator Byrd is bringing out. 

Mr. Henry J. Kaisir. The difference is that I borrowed it 
because I was forced to do it to get steel for the ships. You are not 
giving any credit for that. 

Senator Symineron. You used to give me the dickens for not lend- 
ing you more when I was in RFC. 

Mr. Henry J. Kaiser. You are not listening to this. 

The CuatrmMan. Go ahead, Mr. Kasier. 

Mr. Henry J. Kaiser. Before this committee draws any conclu- 
sions as to cost comparisons between Kaiser-Frazer’s operations at the 
privately owned Willow Run plant and Fairchild’s operations at the 
Government-owned Hagerstown plant, it may want to take testimony 
on the amount of money the Government has invested in facilities 
operated by Fairchild and in the development of the C-82 and the 
C-119 at Government expense. 

We believe that this committee should not draw conclusions as to 
the relative performance of the two companies until the records of 
both companies have been studied with equal care. 

Senator Byrp. Mr. Chairman? 

The CHarrMan. Senator Byrd. 

Senator Byrp. In order to make this picture complete: My infor- 
mation is that you have present defense contracts—I say this in no 
spirit of criticism—totaling $631 million. The committee would like 
to have your total contracts beginning in 1942. What was the total 
of all the Government contracts you had? If you cannot furnish it 
now, furnish it later. 

Mr. Henry J. Katser. All right. (See appendix G.) 

Mr. Anton. That was the information that you gave us, I might 
add, on the KMC contracts. 

Senator Byrrp. Those are the present contracts in existence today? 
$631 million? 

Mr. Epvear F. Kaiser. Are you referring to any company in which 
we have any kind of interest? 

Senator Byrp. I am referring to your affiliate companies, of 
which we have a list. There are 14 of them; is that correct? 

Mr. Ene@ar F. Kaiser. Right. 

Senator Byrp. I ask that they be put in as part of the record. 

The Cuarrman. They will be so put in. 

(The list of names is as follows:) 

Consolidated Builders, Inc. 

Compania Mexicana Occidental, South America 
Foothill Electrie Corp. 

Glazier Sand & Gravel Co. 

Gypsum Carrier, Inc. 

Industrial Indemnity Co. 

Iron Queen Mining Co. 


34931—53—pt. 1——21 
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Pacific Coast Cement Corp. 

Pacific Coast Steamship Corp. 
Permanente Cement Co. 
Permanente Steamship Co. 

Phoenix Bridge Co. 

Sierra Magnasite Co. 

West Willow Housing Development. 

Senator Byrp. You own the majority interest or controlling 
interest? 

Mr. Epnear F. Katser. No, sir. Many of them we don’t. 

Senator Byrp. Why are they regarded as Kaiser companies? 

Mr. Epoear F. Kaiser. That is what bothers us. 

Senator Byrp. Which ones are not? The Consolidated Builders, 
is that your company? 

Mr. Epaar F. Kaiser. No, sir. We have an interest in it in 
which we own about 20 percent. 

Senator Byrp. Mexicana Occidental, South America; what is that? 

Mr. Epear F. Kaiser. That is construction, Kaiser Engineers, 
isn’t it? Iam not sure of that. ; 

Mr. Henry J. Kaiser. I think that is gypsum. 

Mr. Epaar F. Kaiser. It is Henry J. Kaiser Co. 

Senator Byrp. Carried under another name? 

Mr. Epe@ar F. Karser. For the gypsum business. 

Senator Byrp. This is from the Office of Defense Mobilization. 
The gypsum is in a separate place. 

Mr. Epear F. Kaiser. That will be a subsidiary producing gypsum 
board down in Mexico probably. 

Senator Byrp. That is the Kaiser Co.? 

Mr. Enaar F. Katser. Raw material. 

Senator Byrp. Any company that you control, even if you don’t 
have the majority stock, if you are controlling it, that is what I mean. 
In some companies the board of directors control it and don’t always 
own the stock. 

Foothill Electric Corp. 

Mr. Epear F. Katser. That is controlled by Henry J. Kaiser Co. 

Senator Byrp. Glazier Sand & Gravel Co.? 

Mr. Epear F. Kaiser. The same. Controlled by Permanente 
Cement. 

Mr. Henry J. Karser. In which we have a 20-percent interest. 

Senator Byrp. Do you control it? The companies are controlled 
by 20 percent sometimes. Do you control the operation of it? 

Mr. Henry J. Katser. I am sure if you were at a board of directors 
meeting you would be convinced that we don’t control it. . 

Senator Byrp. Gypsum Carrier? Is that your company? 

Mr. Epear F. Kaiser. That is Permanente Cement. 

Mr. Henry J. Kaiser. That is 20 percent 

Senator Byrp. Industrial Indemnity Co.? 

Mr. Encar F. Kaiser. We do control. 

Senator Byrp. [ron Queen Mining Co.? 

Mr. Henry J. Katser. That is a brokerage company. 

Senator Byrp. You don’t know all these companies? The Iron 
Queen Mining Co.? 

Mr. Epear F. Kaiser. That is Kaiser Steel. 

Senator Byrp. Pacific Coast Cement Co.? 

Mr. Enear F. Kaiser. That is Permanente Cement. 
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Mr. Henry J. Katser. Twenty percent. 

Senator Byrp. Pacific Coast Steamship Co.? 

Mr. Epaear F. Kaiser. Permanente Cement. 

Senator Symineron. Mr. Chairman, for a Democrat I would say 
he is in pretty good shape. 

Mr. Henry J. Katser. For a what? 

Senator Byrp. What about the Pacific Coast? 

Mr. Epa@ar F. Kaiser. Pacific Coast Steamship is a Permanente 
subsidiary. 

Senator Byrp. You have the Permanente Cement here also. 
What is that? 

Mr. Enear F. Katser. That is the parent company of the cement 
company in which the Kaisers own about 20 percent interest. 

Senator Byrp. Do you control it? 

Mr. Epa@ar F. Katsrr. No. 

Senator Byrp. I don’t know why they have it listed here. Per- 
manente Steamship Co.? 

Mr. Ep@ar F, Karser. Same thing. It is a subsidiary of the 
Cement. 

Senator Byrp. Phoenix Bridge Co.? 

Mr. Epve@ar F. Katsur. That is Kaiser Motors. 

Senator Byrp. Sierra Magnasite? 

Mr. Epaear F. Katser. That is Kaiser Steel, I think. 

Senator Byrp. West Willow Housing Development Co.? 

Mr. Epva@ar F. Katser. Kaiser Motors. 

Senator Byrp. That isn’t all of them, is it? 

Mr. Epnaar F. Katsser. No, sir. 

Senator Byrp. Suppose you add the rest of them. 

Mr. Ep@ar F. Katsmr. All right. 

Senator Byrp. How many more are there? That is 13? 

Mr. Henry J. Katsmr. I think there are 25. 

Mr. Epaar F. Katsmr. He is talking about businesses, Senator. 
If you take the parent companies and all their subsidiaries, I don’t 
know the answer. 

The CHatrMan. Will you furnish the committee a list of the com- 
panies which you do own or control, and those that are known as the 
Kaiser-Frazer or the Kaiser companies 

Mr. Epe@ar F. Katspr. We will. 

The CuarrMaANn. That you have an appreciable interest in, so that 
it will be known? 

Mr. Henry J. Kaiser. We have 32 hospitals and clinics in the 
Kaiser Foundation. Do you want that furnished? 

The Cuarrman. That is not a business, is it? 

Mr. Henry J. Kartsnr. It takes a lot of time. 

The CHArrRMAN. It is not a business which you operate for profit? 

Mr. Henry J. Kaiser. It is a nonprofit corporation. 

Senator Byrp. Let’s take those that you own 20 percent or over 
and give a list of them, and also the contracts that they had had with 
the Government since 1942, in dollars. 

Mr. Epe@ar F. Kaiser. That would leave out Kaiser-Frazer. 

Senator Byrp. Why would it leave it out? 

Mr. Ep@ar F. Kaiser. Because we only own 9% percent of it. 

Senator Byrp. Do you control Kaiser-Frazer? 
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Mr. Epear F. Kaiser. No. 

Senator Byrp. Aren’t you the president of it? 

Mr. Epva@ar F. Kaiser. Yes. But only—— 

Senator Byrp. Who controls? 

Mr. Enear F. Kaiser. The board of directors. 

Senator Byrp. Let’s begin with Kaiser-Frazer. 

Mr. Henry J. Katspr. For example, one of the members of the 
board of directors of Kaiser-Frazer is general manager of Sears, 
Roebuck. If anybody controls him, I would like to know who it 
is. He is vice chairman of the board. 

Senator Byrp. The chairman usually has a good deal of influence 
with the company. 

Mr. Henry J. Kaiser. In the Kaiser-Frazer recent Willys’ acquisi- 
tion we increased our ownership. It had been 9% up to that point. 
I would like to check it to be sure. 

Senator Byrp. Start with Kaiser-Frazer and go up. 

Mr. Henry J. Katser. All right. 

Senator Byrp. Are there any that you own less than 9% percent of? 

Mr. Enear F. Kaiser. There might be. I don’t think there is 
anyone that you listed, but in the other list there might be. 

Mr. Henry J. Katser. Would you like to know how many hundreds 
of millions we saved the Government on the ships, over the other 
shipbuilders? 

Senator Brrp. I want this list first. 
sial. 

Mr. Henry J. Karser. I will be glad to do that. 

Senator Byrp. We may get that separately. 

The CuarrmMan. You will furnish such a list? 

Mr. Epear F. Kaiser. Yes, sir. 

(Document referred to appears in appendix G.) 

Senator Byrp. I want to get the tax amortization. This is not 
critical. Is the list I read a complete list of the same type of com- 
panies that you have a substantial interest or some control over? 

Mr. Epear F. Kartser. Right. 

Senator Byrn. If this is not a complete list, some $420 million of 
tax amortization, please add to it, and do the same thing with the 
loans, and do the same thing with the amount of Government con- 
tracts beginning—what date would you suggest? 

Mr. Epcar F Katser. It depends on whether you want to take 
after the war. When you hit the war period you get into the merchant 
marine. We built 25 percent of the merchant marine. 

-Senator Byrp. Let us get it all. You can itemize it and it will get 
due consideration. I think the first loan, apparently, that the Re- 
construction Finance Corporation made was to the Permanente 
Metals Corp. of Oakland, California. That was in 1941. Give a 
complete picture. 

Mr. Epear F. Karser. Yes, sir. 

Senator Byrp. We want to be fair to you and we want to know all 
about it, so far as we are able to. 

The CuarrmMan. Senator Duff had a suggestion or question. 

Senator Durr. Yes, sir. I thought some of the complexities of this 
picture could be very simply resolved so far as concerns the C-119 by 
directing our attention primarily to two questions. (1) The details 
No. 2, 
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the supporting data or denial of that data to the statement made on 
the bottom of page 4. 

That statement says that ‘The $260,000 cost of Fairchild’s was 
after Fairchild had the benefit of the Government-furnished plant 
free of cost, a large proportion of its tooling costs and plant rearrange- 
ment costs written off on previous contracts, and learning experience 
gained on over 800 aircraft of the same basic type.” 

Then it says that if K—F built 800 or more of this basic type of 
aircraft its costs would be $260,000 or less. It seems to me that the 
answer to those two things with supporting data will give us the 
information, at least on the aircraft phase of it, and that if we confine 
our attention to that, we will get the answer on that particular subject. 

The Cuarrman. It is 12:30 now. We have been in session for 2% 
hours. The committee, if agreeable to the other members of the 
committee, will recess until 10 a. m. tomorrow morning. 

(Whereupon, at 12:30 p. m., the hearing was adjourned, to recon- 
vene at 10 a. m., Wednesday, June 24, 1953.) 
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WEDNESDAY, JUNE 24, 1953 


Unrtep States SENATE, 
PREPAREDNESS SuBCcOMMITTEE No. 1, 
ArMED Services CoMMITTER, 
Washington, D. C. 

The subcommittee met, pursuant to adjournment, at 10 a. m., in 
room 212, Senate Office Building, Washington, D. C., Senator Styles 
Bridges (chairman), presiding. 

Present: Senators Bridges, Duff, Byrd, and Symington. 

Also present: Senator Beall; Fred Rhodes, chief counsel; James 
Anton, special counsel; and Harold M. Devlin, accountant. 

mn : 

The CuarrMan. The subcommittee will come to order. Before 
proceeding with the day’s hearings, there is a matter which developed 
at yesterday’s hearing upon which the Chair would like to comment. 
Certain accusations were made about some of the statements which 
have been given to this committee. Mr. Kaiser complained that 
they were untrue, by inference, at least. That is a very strong state- 
ment. 

The data in question was submitted by the Air Force. The Air 
Force stated that these facts and figures were true. By his statement 
Mr. Kaiser seems to be disagreeing with the Air Force, and to be 
impugning what has been said. 

In the interest of fairness, the Chair should state that after review- 
ing the record it appears that what Mr. Kaiser is complaining about is 
interpretation which the Air Force placed on the facts which it 
presented. Putting this another way, Mr. Kaiser is saying that he 
agrees with the facts presented by the Air Force, but he does not agree 
with the conclusions which they draw from these facts. 

Mr. Kaiser is here to present his side of the story. Fairchild 
Corp. will also present theirs in due course. The committee will 
have to decide which is the correct interpretation of the facts. 

The chair would like to say in passing that one of the great difficul- 
ties which we experience in conducting hearings of this kind is to 
stay on the subject. Although the building of ships and the operation 
of steel and aluminum plants is of general interest, our main concern 
is to proceed with the C—119 contract, and to determine what these 
planes have cost the American people. We would like to urge that 
Mr. Kaiser continue with his statement, and that the committee 
then have the opportunity to ask questions. 

At yesterday’s meeting the chair neglected to introduce a bio- 
graphical statement of Mr. Edgar Kaiser and would like to put this 
in the record at this point. 

(The biography of Edgar F. Kaiser is as follows:) 

Mr. Edgar F. Kaiser was born in Spokane, Wash., on July 29, 1908. Wasa 
student at the University of California from 1927 to 1930. He is president of the 
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Kaiser-Frazer Corp., Willow Run, Mich.; vice president of the Permanente 
Metals Corp. 


He was formerly associated with the following: Construction superintendent 
of natural-gas line, Kansas to Texas, 1930 to 1932; shift superintendent Boulder 
Dam, Nev., 1932-33; administration manager of Columbia Construction Co., 
Bonneville Dam, Bonneville, Oreg., 1934-38; Consolidated Builders, Inc., Grand 
Coulee Dam, Wash., 1938-41; vice president and general manager of Shipbuilding 
Corp. and Kaiser Co., Inc., Portland, Oreg., and Vancouver, Wash., 1941-45. 

The CHartrman. Mr. Kaiser, if you will come up, we would like 
to have you proceed. 


TESTIMONY OF HENRY J. KAISER, CHAIRMAN OF THE BOARD 
OF KAISER MOTORS CORP., AND EDGAR F. KAISER, PRESIDENT 
OF KAISER MOTORS CORP.—Resumed 


The Cuairman. We have a wire which it was requested be read at 
this hearing and put in the record. It is from Congressman Alvin E. 
O’Konski. It was sent from Wausau, Wis., at 8:49, June 23. It says: 

Kaiser’s statement before your committee that I represent one Eaton or other 
special interests is a fraud and fabrication of the worst order. I never saw the 
man. I don’t know what he looks like. Don’t know where he’s from or any 
business he is connected with. Nor have I seen anybody representing him. 
Nor do I know anybody representing him. Kaiser’s insinuation is irresponsible 


and childish. I would say he is desperate now that the people are finally waking 
up to his milking the Government operation. 


Congressman Axvin E. O’Konsk1. 

That apparently is an answer to the statement which was made 
yesterday. 

Mr. Anron. In referring to the letters which were placed in the 
record yesterday regarding the Bridges’ letter—and I refer particu- 
larly to the letter of February 19, signed by J. F. Cocks, a memo- 
randum signed by Sidney C. Solomon on February 27, 1953, and a 
letter dated March 4, 1953, on unresolved items, signed by the vice 
president of Kaiser-Frazer Corp., Mr. 8. A. Girard, and a letter dated 
March 25, 1953, signed by the contracting officer of the Air Force, 
Meyer J. Stoun, in reference to these four letters I would like to 
address this question to Mr. Edgar Kaiser. 


On page 479 of the testimony yesterday this statement was made 
by Mr. Kaiser: , 


The fact is, our statement is true. Let’s be frank about that. You feilows 
didn’t uncover these letters. We gave you these letters and said, ‘‘Here is the 
evidence.”” There is no mystery about it. Have we ever withheld anything 


from you? 
Do you affirm or disaffirm that statement? 
Mr. Epgar F. Kaiser. | affirm that statement, that—I am sorry, 


I really didn’t listen to the detail of it, but if I understand it, what 
I said there was 


Mr. Anton. I will read it to you. 


Let’s be frank about that. You fellows didn’t uncover these letters. We gave 
you these letters and said, ‘‘Here is the evidence.’’ There is no mystery about it. 
Have we ever withheld anything from you? 


Now I ask you, do you affirm or disaffirm that statement? 
Mr. Epear F. Kaiser. I affirm it. 

Mr. Anton. You affirm it? 

Mr. Epear F. Kaiser. Correct. 
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Mr. Anton. On page 480 you also stated, in reference to these 
same letters: 

I would certainly like to leave it clear that we brought the letters. They are on 
file. 

You affirm that statement also? 

Mr. Epa@ar F. Kaiser. That is correct. 

Mr. Anton. I beg the indulgence of the committee to consider this 
matter. Before the close of these hearings an Air Force official would 
like to testify regarding the method in which these letters were 
acquired. 

Mr. Epear F. Kaiser. Mr. Anton, the affirmation there is that in 
our detailed statement, which was filed with you prior to the opening 
of the hearings, we submitted those letters as part of this record. 

Mr. Anton. When did you submit that? 

Mr. Epaar F. Kaiser. I believe Mr. Devlin came to our office, in 
accordance with a wire from the chairman, and received a rough 
draft of the detailed statement as soon as we could have it ready in 
order to meet the requirement that it be in advance of the committee 
hearing by 24 hours. 

Mr. Anton. Does that document contain these four items? 

Mr. Epve@ar F. Kaiser. The four items? It contains the letters I 
referred to. . 

Mr. Anton. The letters you referred to were the four letters. 

Mr. Epear F. Karsnr. I was referring to the letter written by the 
auditor, the assistant comptroller, Mr. Cocks, and the answer from 
the Air Force plant representative. 

The Cuarrman. Will you go ahead, Mr. Kaiser? Later on we will 
call the representative of the Air Force to testify on this matter as to 
how the committee procured the letters. 

Mr. Epe@ar F. Katser. I would like to file, if I might, Mr. Chair- 
man, my original draft which I wrote, of this letter which was pub- 
lished in the papers, which contained the statement, “Not charged to 
Government contracts.”’ 

The CuarrMan. It will be received. 

Mr. Anton. Is that for the file? 

Mr. Epa@ar F. Kaiser. Yes. 

The CuarrMan. Mr. Kaiser? 

Mr. Henry J. Katser. When this committee does look closely into 
Fairchild’s record, it will find that the two cases are in no way com- 
parable, and that the facts do not fit the impressions that have been 
created. 

Next, in view of your news release that President Boutelle, of 
Fairchild, would also be invited to testify today, I feel compelled to 
make some statements about the competitive fight being waged by 
Fairchild against our company. Should any member of this com- 
mittee be under the impression that you are not being asked to in- 
tervene in a competitive fight, let me read to you a short paragraph 
from Fairchild’s last annual report, in which Mr. Boutelle said: 

Management was opposed to the program under which Kaiser-Frazer Corp. 
was given a contract to produce C—119 aircraft at Willow Run, Mich., although 
at the time this decision was deemed to be merely an effort to broaden the potential 
for the production of aircraft during the then existing state of national emergency. 
Since that time, Kaiser-Frazer Corp. has acquired effective control of Chase 
Aircraft Co., which is a potential competitor of the corporation. Your company 
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has thus been in the unfortunate position of having been compelled to educate and 
train an organization which is preparing to produce a competitive product. This 
necessarily has been a matter of grave concern to your management, and it is 
impossible to evaluate how much this situation has cost the corporation. Now 
that procurement policies and programs are being reexamined, it is to be hoped 
that the unwarranted decisions of prior years will not be repeated and that past 
mistakes will be rectified rather than continued. 

We feel that this last statement can only be interpreted in one way— 
as a Fairchild plea that the Air Force contract with Kaiser-Frazer be 
canceled and turned over to Fairchild. 

Further proof of Fairchild’s goal is the press release issued by 
Senator Beall of Maryland—Fairchild’s home State—on June 12, the 
same day the committee decided to terminate its hearings. Senator 
Beall announced he had written to the Secretary of the Air Force, 
asking him to cancel the contract with Kaiser-Frazer and award it to 
Fairchild. 

Fairchild’s bitter opposition has been manifest ever since the C-119 
contract was first awarded to us. In its latest news release, issued on 
June 17, Fairchild erroneously claimed that testimony before this 
committee “brought out that there was no complaint whatsoever 
about Fairchild’s cooperation in its entire association with Kaiser.’ 
It then quoted the testimony of Mr. McCone to this effect on the first 
day of the hearings, June 2. ; 

On June 3, Mr. McCone testified again, and corrected the very 
testimony quoted in Fairchild’s release of June 17. He said he had 
been told by Edgar Kaiser that “there was some dragging of the feet 
on the part of Fairchild in rendering technical assistance to Kaiser- 
Frazer.” Pages 53-54 of the hearings. This is clear evidence of 
Fairchild’s deliberate attempt to mislead the public by quoting only 
part of the testimony. Similar protests of Kaiser-Frazer about Fair- 
child’s lack of cooperation were mentioned by General Cook at pages 
86-87 of the hearings. 

Moreover, on December 18, 1952, Edgar Kaiser wrote to the Com- 
manding General of the Air Materiel Command, as follows: 

In surveying present as well as past operations, we believe consideration should 
always be given to the situation that arose as a result of the technical assistance 
agreement. For instance, the detailed drawings furnished could not be checked 
for accuracy against the airframe drawings because the latter drawings were 
not up to date. Likewise, there were errors in other technical data furnished, as 
well as long delays in furnishing some of the drawings, and complete failure in 
other cases to give the required information. We believe that some of these 
occurrences were unavoidable. On the other hand, had the technical assistance 
contractor expended as much effort in performing its agreement as it appears 
to have in connection with public releases and the building up of a record critical 
of Kaiser-Frazer, our task would have been greatly simplified. 

Let me illustrate some of the problems that arose in connection with 
information furnished by Fairchild under the technical assistance 
agreement. 

We were advised, on a number of occasions, by Fairchild personnel, 
that we were not maintaining proper tool control records or qualit, 
control records, and that our procedures were not in accordance wit 
standard aircraft manufacturing procedures. We gave careful con- 
sideration to Fairchild’s recommendations and, in some cases, we 
adopted them—and, in others, we did not, because in our judgment, 
their suggestions were not applicable to our circumstances. I am ad- 
vised that Fairchild’s technical assistance representatives located at 
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Willow Run were instructed to keep detailed reports on specific 
instances of Kaiser-Frazer’s errors and mistakes—all for the purpose 
of building a record against Kaiser-Frazer. 

There are two basic fundamentals to be considered: 

(1) What was the attitude? Was Fairchild really trying to help 
Kaiser-Frazer build C-119’s? Certainly the record is clear that they 
were bitterly opposed to Kaiser-Frazer coming into the program, and 
their public-relations policy was to stimulate criticism of the Kaiser 
operation. This has not only been damaging to our reputation, but it 
has created a tremendous problem of morale within our own organiza- 
tion. It has likewise been burdensome to the Air Force. 

(2) What was the condition of the information furnished by Fair- 
child to Kaiser-Frazer? The tooling templates and the tooling draw- 
ings from which Kaiser-Frazer had to build the tooling did not reflect, 
in many cases, the latest changes that had been made by Fairchild i in 
the C-119C. Asa result, many of the tools we built from these tem- 
plates and drawings would not produce the correct parts. 

Fairchild tooling designs, especially for the major assemblies, were 
very incomple te. Many of Fairchild’s subassembly-tooling fixtures 
were built on Fairchild’s production floor without any design draw ings. 
In some cases, Fairchild had found that the original tools, which it 
had built for its own use, were unsatisfactory. These tools had to be 
completely redesigned and reworked on Fairchild’s production floor— 
but unfortunately the final information was not incorporated in 
Fairchild’s tool drawings. 

When we built our tools from Fairchild’s drawings, the results did 
not match the actual tools on Fairchild’s floor. The aircraft parts 
we made from these tools would not fit together in the assembly. 
Fairchild, in an attempt to correct this situation, made tooling 
sketches, which failed to show dimensions. These were forwarded to 
Kaiser-Frazer and caused further unnecessary tool-building problems. 

This situation was further complicated by the change from the 
C-119C to the C-119F. We had to proceed with C-119C tooling, 
incomplete as it was, and rely on making the “F” changes as soon as 
the information was received from Fairchild. Otherwi ise, the program 
would have been further delayed. 

In many cases, there were no templates and no drawings available 
for tool building. Finally, because we could not get the information 
from Fairchild, we had to send a group of engineers to Hagerstown to 
photograph the tooling in use and take dimensions so as to prepare 
drawings. 

Fairchild was unable to furnish duplicate templates. Fairchild 
recommended two vendors to duplicate its templates for us. The 
duplicate templates proved to be inadequate. Tools built with these 
templates were not usable without rework. A large amount of rework 
on the templates was also required to build proper tooling. 

A recent review indicates that the usable portions of the Fairchild- 
furnished tool design, under the technical assistance agreement, 
represented approximately one-third of that which was required. The 
remaining two-thirds had to be developed and designed by Kaiser- 
Frazer. This situation occasioned various meetings at Willow Run 
and Hagerstown, at which time the local Air Force representatives were 
in attendance, and Fairchild and the Air Force were informed that 
this situation was seriously affecting Kaiser-Frazer’s delivery schedule. 
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Former Fairchild employees who have since transferred to Kaiser- 
Frazer, with Fairchiid’s full approval, state that Fairchild’s perform- 
ance under the technical assistance agreement was materially affected 
by its lack of sympathy with the program, and its expectation that, 
if the Kaiser organization did not succeed in building the C-119, the 
work would be transferred to Fairchild. One such former Fairchild 
employee quotes his superior at Fairchild as saying: “We are not 
interested whether or not Kaiser ever builds a C—119 aircraft.”’ 

Mr. Anton. Mr. Kaiser, at this point—— 

Mr. Henry J. Katser. May I finish, Mr. Chairman? I would be 
glad to answer this after I finish. 

Mr. Anton. We should know who the employee is. 

Mr. Epaar F. Karser. In the detailed statement there is a sup- 
porting statement which gives the name of the employee and his 
affidavit. 

Mr. Anton. Does it indicate how many employees that are trans- 
ferred? It is used here as “employees.”’ 

Mr. Epear F. Kaiser. Correct. 

Mr. Anton. Does it indicate how many employees and who they 
are? 

Mr. Epear F. Kaisyr. Those that we are quoting here in this report 
are indicated. There is no statement here as to how many. We can 
furnish you how many. 

The CuarrmMan. Will you furnish it? 

Mr. Epa@ar F. Kaiser. Surely. 

(Information referred to is as follows:) 


There follow the names of Kaiser-Frazer’s employees who were previously em- 
ployed by Fairchild. Some of these employees transferred directly from Fair- 
child to Kaiser-Frazer, and each such case is indicated by the letter ‘(D)’’ pre- 
ceding the name of the employee. In all other cases, the employee was employed 
by another company between the date he left Fairchild and the date he joined 
Kaiser-Frazer. Th every case where an employee transferred directly from Fair- 
child, Kaiser-Frazer obtained clearance from Fairchild for hiring the employee. 


1. C. F. Baker 8. (D) W. A. Moelk 

2. (D) J. L. Barton 9. (D) T. F. Riddle 

3. (D) Bob Debenport 10. (D) W. F. Sherbrook 
4. John S. Farris 11. J. S. Steele 

5. W. Gillette 12. J. L. Strait 

6. A. N. Grimm, Jr. 13. (D) R. A. Ward 

7. (D) C. Mayor 14. J. F. Wise 


Mr. Henry J. Kaiser. It is impossible to estimate how much all 
this cost our company and the Government, and how many months 
of time it delayed our whole program. It illustrates the impossibility 
of comparing Fairchild’s costs per plane with Kaiser-Frazer’s costs, 
when a large portion of Katee Stiee’s costs result directly from the 
fact that Fairchild did not supply us with adequate and up-to-date 
nee data from which to make our tools. 

‘airchild’s opposition has continued to the present date. We can- 
not escape the conclusion that Fairchild’s objective is to bring about 
the cancellation of our contract with the hope that the work will be 
transferred to Hagerstown. 

It is a serious thing for one company to attempt to persuade a 
customer—in this case the Government—to cancel its contracts with 


another company. The courts recognize that such action is a legal 
wrong. 
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Mr. Anton. In view of all this that you have just said, was there 
an official documentation of any record whereby Kaiser-Frazer com- 
plained to any official in the Air Force officially about this in the past 
2 years? 

Mr. Henry J. Karser. I just read it. 

Mr. Anton. Could you furnish the committee with copies of the 
documents wherein you made the complaints? 

Mr. Henry J. Katser. Yes. 

Mr. Anton. The documents are what the committee is interested in. 

The CuarrmMan. Will you furnish the documents? 

Mr. Enaear F, Kaiser. Yes, we will. 

Mr. Henry J. Kaiser. It is interesting to note the parallel between 
the present situation at Willow Run jot the World War IT situation 
faced by Ford at Willow Run, as the second source for the Consolidated 
B-24 bomber. The following is taken from an official Air Force 
report published in August, 1946, entitled ‘“B—24 Construction and 
Production,” prepared by the Industrial Plans Section, Logistics 
Planning Division, of the Air Materiel Command: 

2. At least until the outbreak of war gave unmistakable urgency to the pro- 
gram, Consolidated was resentful of Ford’s entry into B-24 production and did 
not go out of its way to be helpful (p. 26). 

5. The data with which Consolidated had been building a limited number of 
B-24s was not sufficient for Ford’s purposes. Consolidated had built the first 
Liberator in the amazingly short time of 9 months. It accomplished this feat by 
resorting to shortcuts and shop engineering and allowing production engineering 
to lag. Thus, the engineering data turned over to Ford often were incomplete 
and out-of-date. Furthermore, Consolidated used fractional drawins while the 
entire Ford organization was accustomed to using decimal drawings; Consolidated 
with experienced shop men and limited production did not always make drawings 
in the detail required by Ford. As a result Ford was obliged to do considerable 
redrawing and had to completely re-loft the airplane before getting straightened 
away on its preproduction task’’ (p. 26). 

At the close of 1942, about 22 months after project approval, Willow Run’s 
best production was 11 airplanes a month (p. 30). 


It should be noted that Ford encountered difficulties even under 
conditions of all-out war and under orders to produce the maximum 
possible number of planes. We are producing C—119s in time of peace, 
under a stretched-out preparedness program, keyed to large-plant 
capacities and low-production rates. As an Air Force spokesman put 
the matter, according to an NEA column published December 9, 
1952: 

The extra cost for each Boxcar also pays for a great deal of standby capacity. 
When the Kaiser contract is completed, if a crisis should arise, the plant there 
would be capable of turning out 250 planes per month. The Fairchild plant alone 
could never do this. 

It is impossible to separate the cost of reactivating the Willow 
Run plant from the cost of building the 159 C-119 planes. The 
Willow Run plant and the adjacent airfield cost nearly $100 million 
to build, more than 10 years ago. In today’s dollars, these facilities 
would cost almost $200 million to replace. 

Mr. Anton. Mr. Kaiser, will you inform the committee what you 
paid the Government for that plant? 

Mr. Henry J. Kaispr. This $100 million? 

Mr. Anton. You say you have—— 

Mr. Henry J. Kaiser. Yes, we will give you that. 

Mr. Epear F. Kaiser. Let us not draw that comparison because 
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we did not buy the airfield and the attendant facilities that go with it 
that are in use in this figure that is quoted here. 

Mr. Anton. What is the value of the airfield? 

Mr. Epcar F. Karser. I would like to refer back to the records. 
We can furnish you that. 

Mr. Anton. What was the acquisition value at the time you pur- 
chased the plant? 

Mr. Epcar F. Kaiser. The purchase price was, if I recall cor- 
rectly, $15 million some-odd thousand. 

r. ANTON. $100,000? 

Mr. Epaar F. Kaiser. That is correct. 

. Mr. Anton. How much of this purchase price have you paid to 
ate! 

Mr. Epa@ar F. Katsnr. Approximately $3 million plus the interest. 
The total of interest will run about $21 million. 

Mr. Anron. When was the last time you made a payment on the 
principal? 

Mr. Epe@ar F. Kaiser. I do not have the exact date. 

Mr. Anton. Did you make a payment on the principal in 1952? 

Mr. Epear F. Kaiser. May I answer it this way: The V-loan 
agreements, when the private banks put up the money under the 
V-loan, required a restriction—they required it, not us—that pay- 
ments be in a standby condition until the termination of the contract 
or the V-loan, whichever should occur at the earlier date. So there 
is a standby on that at the request of the private banks on the V-loan 
handling this contract. 

Mr. Anron. Could you tell the committee approximately how much 
interest you paid since the V-loan agreement was reached in March 
of 1951? 

Mr. Epe@ar F. Kaiser. Yes, 1 can. We can furnish it exactly. 

(Statement referred to is as follows:) 

The interest paid by Kaiser-Frazer since March 1951, on the purchase money 
mortgage held by General Services Administration on the Willow Run plant has 
amounted to $978,480. Interest is payable annually on December 1 of each year, 
and since the 1952 payment an additional $244,620 has been accrued through 
May 1953. The total accrued interest expense from March 1951 through May 
1953 is $1,223,100. 

Mr. Anton. You were asked a question yesterday concerning the 
amount of depreciation which the Government is paying you under 
this contract? Have you that figure now? 

Mr. Epaar F. Kaiser. I have to quote it from memory. I think 
it is approximately a million and a half. 

Mr. Anton. That would amount in the past 2% years under the 
contract to about $600,000. 

Mr. Enpear F. Karser. That sounds about right. 

Mr. Anton. You are paying about $450,000 in interest to the 
Government. 

Mr. Epaar F. Katssr. I did not give you a figure on interest. 

Mr. Anton. What interest are you paying on this $12 million? 
What percentage? 

Mr. Encar.F. Kaiser. I said I would be glad to furnish it. 

Mr. Henry J. Katser. Mr. Chairman, we will furnish that exactly. 

Mr. Anton. What percentage are you required to pay on the $12 
million principal that you still owe the Government? 
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Mr. Epnaar F. Kaiser. I have asked to furnish the information 
rather than try to remember it. I have given you what I could 
remember. 

Mr. Anton. According to the committee files the GSA indicates 
that the interest amounts to $450,000 a year that is being paid on this 
plant. In view of the fact that you are paying this $4: 50 ,000 interest 
to the Government for this building, and you are receiving back 
under this contract something like $600,000 in depreciation, what 
would your comment be on that? It appears to the committee that 
the Government is paying you more than $200,000 a year for the use 
of this plant. 

Mr. Epgar F. Kaiser. On the assumption that the figures you 
gave are correct—and I do not dispute them, I just have not checked 
them—I think my first statement covers it. The stipulation requiring 
the standby was a stipulation made by the private banks. We did 
not ask the RFC to finance this. We went to private banks, we were 
able to finance it at a standard procedure with the guaranty of the 
V-loan. This was their requirement, understand, not ours. We 
did not set up this calculation that I think you are trying to say says 
we gotsome more. That was not our doing. 

The Cuarrman. Mr. Henry Kaiser testified that the Willow Run 
plant and the adjacent airfield cost nearly $100 million to build 10 
years ago, and these facilities in today’s dollars would cost $200 million 
to replace. 

Mr. Henry J. Kaiser. Yes, sir. 

The CHarrMan. Will you furnish us, one, as far as you know the 
segregation and cost between the airfield and the plant? 

Mr. Henry J. Kaiser. We will. 

The CHarRMAN. Secondly, the exact amount you paid for it. 
Thirdly, the amount you paid the Government for interest, and the 
rate of interest you pay? 

Mr. Evaar F. Kaiser. Yes, sir. 

Mr. Henry J. Kaiser. We would like to furnish at the same time 
the comments that were made by others that it was a white elephant 
on the part of the Government and they were glad to get rid of it. 

(The statement referred to follows:) 

According to the Quarterly Progress Report, War Assets Administration, fourth 
quarter 1948, the original wartime cost to the Government of that portion of the 
Willow Run facilities purchased by Kaiser-Frazer was $42,800,000. 

These facilities were leased to Kaiser-Frazer in November 1945. The initial 
term of the lease, as amended, was for 6 years, with options in Kaiser-Frazer to 
renew for additional periods of 14 years, or a total of 20 years. War Assets 
Administration had appraised the plant in September 1946 at $14,824,624. In 
October 1948 Kaiser-Frazer offered to purchase the plant for this amount. This 
offer was rejected on the ground that increases in construction costs since 1946 
should be reflected in the current valuation. After further negotiations, an agree- 
ment was reached, effective December 1, 1948, for the purchase of the plant at a 
price of $15,100,000, payable 10 percent down and the remainder in 20 annual 
installments. The purchase price represented 35.3 percent of the original acquisi- 
tion cost. This compared very favorably with the price received by the Govern- 
ment on the sales of other surplus plants to automotive companies, and exceeded 
the average percentage of the original cost received by the Government on all 
sales of surplus industrial plants in 1949, 1950, 1951, and 1952. 

The current appraisal of the present-day replacement value of the Willow Run 
facilities sold to Kaiser-Frazer is estimated to be $50,398,000. This figure is based 
on the most recent valuation of the Kaiser-Frazer properties conducted by the 
independent engineering firm of Coverdale & Colpitts as of December 31, 1951, 
showing a net present-day physical value after depreciation of $52,200,000 for 
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these facilities as of December 31, 1951, less additional depreciation from January 
1, 1952, to date, based on present-day physical value, of $1,802,000. 

The acquisition cost of Willow Run facilities not sold to Kaiser-Frazer Corp., 
including the airfield, hangars, aircraft machinery, etc., is believed to be $53,- 
687,000. This figure is based on an Air Force report entitled “Ford Motor Co., 
Willow Run Bomber Plant, Ypsilanti, Mich., B-24, Construction and Production 
Analysis, Prepared by: Industrial Plans Section, Logistics Planning Division, 
Plans (T-5), Air Materiel Command, Army Air Forces, Published August 1946, 
Field Survey Made June 1945.” This report states on page 13 that the total 
investment of Defense Plant Corporation in the Willow Run facilities was approxi- 
mately $96,487,000. Deducting the $42,800,000 representing the acquisition cost 
of the facilities purchased by Kaiser-Frazer, the acquisition cost of the remaining 
facilities appears to have been $53,687,000. 

The rate of interest paid by Kaiser-Frazer on.the Willow Run note and mort- 
gage is 4 percent, the regular rate charged by War Assets Administration on 
similar sales. The amount of interest paid by Kaiser-Frazer from December 1, 
1948, to date is $2,038,500. Interest is payable annually on December 1 of each 

ear, and the amount of interest accrued since the 1952 payment is $244,620. 
hus, the total amount of interest paid and accrued on the Willow Run purchase 
to date is $2,283,120, through May 31, 1953. 

Mr. Henry J. Kaiser. The cost of reactivating Willow Run for 
aircraft production was substantial. Existing automotive operations 
had to be relocated; new tools had to be bought and installed. 

In World War II, the plant turned out B—24 bombers at a rate in 
excess of 400 a month, and can produce cargo planes at better than 
500 per month; yet the plant is now producing only 159 planes at a 
contract schedule rate which never climbs higher than 12 per month. 

Who can deny that, under these conditions, the Government is 
really purchasing capacity at Willow Ruu—not just 159 planes? 

Your comm.:ttee must bear in mind that, when we entered into 
this contract, there was every reason to believe it might very shortly 
become an all-out operation. Had that been the case, the Air Force 
would have been praised for its foresight and judgment in developing 
the tremendous capacity of Willow Run. 

The current international situation is certainly one that demands 
preparedness. I want to reemphasize that the defense of America 
depends on its ability to produce large quantities of military equipment 
on a moment’s notice when the emergency comes. This can only be 
done if the capacity to produce is in being before the emergency. 

In his appearance before you, General Cook was asked to make 
comparisons between our costs and Fairchild’s costs. He repeatedly 
stated that, to make such comparisons was inequitable, because the 
two situations are not comparable. 

At page 287 of the transcript, General Cook testified that every 
effort has been made to hold down costs at Willow Run, but that this 
task had been made difficult due to the constant reprograming and 
replanning of Air Force production schedules. 

He must have had this reprograming and replanning in mind when 
he stated that he was disappointed with the performance of Kaiser- 
Frazer’s operations, because the reprograming.and replanning have 
been important factors preventing more rapid reduction of costs. 

We also are disappointed that our operations to date have not yet 
permitted us to make the outstanding record on speed of delivery and 
low cost that is characteristic of our production operations. 

Mr. Anton. At this point I think it would be appropriate to put 
General Cook’s full statement in, since the inference that is drawn 
here is that this was due to reprograming and replanning. 
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The CuarRMAN. General Cook’s statement is: 


Mr. Chairman, members of the committee, before completing my testimony I 
would ask the privilege of placing this brief statement in the record. 

May I assure the committee that the Air Force and myself personally are 
anxious to present all figure and facts as requested by the committee as soon 
as possible. ; 

fo that end the record of these hearings is being studied and will be studied. 

Under conditions as they were and are, I believe it was right for the Air Force 
to rush the establishment of a second source for the C—119 airplane; and I know 
that any fairminded person will agree it was only natural for the first planes 
produced from this new second facility to have cost more than those planes 
which were coming from the previously established facility. 

The margin of that difference, however, is another matter; and one we have 
been looking into with apprehension and regret. 

Our records show that the original estimated contract cost for the C—119 from 
the Kaiser-Frazer facility was some $840,000 per plane on a lot of 200 planes. 
This figure included roughly $130,000 per plane for tool amortization cost; and 
$250,000 per plane for subcontractor buildup. 

It is our understanding now, however, that the current estimated cost by the 
contractor for each of these planes is over $1,200,000 with a strong possibility 
that that figure will be further increased. The Air Force is disappointed, there- 
fore, in the performance of the Kaiser-Frazer operation. 

We have been attempting to hold these costs down to the best of our ability. 
That has been somewhat difficult because of the constant reprograming and 
replanning the Air Force has been forced to undertake during recent years. 

In consideration of the cost of this operation I would respectfully request that 
the performances of the some two dozen other airplane facilities now producing 
for the Air Force be given that consideration by the committee which the com- 
mittee feels proper. 

The Air Force appreciates the interest of this committee in this matter and 
we will do our best to keep all production costs to a minimum. 

We believe that our airplanes in the future will be purchased at greater value 
to the taxpayer as a result of the committee’s interest. 

Thank you, Mr. Chairman. 


Mr. Epvear Kaiser. May I read one further bit from page 236 
of General Cook’s statement? 

The CHarrman. Certainly. 

Mr. Ep@ar Katser (reading): 


In conclusion, there can be little comparison between two contractors, one 
operating a large plant at a low rate and the other a small plant at a higher rate; 
one experienced and in going production, the other inexperienced and requiring 
tooling and training; one preparing for a high peak rate of production as mobiliza- 
tion insurance, the other already in the process of achieving its peak and a con- 
siderably lower peak; each with the varying concepts of tooling, overhead and 
management common to their particular industry. 

Under the Kaiser contract, the Air Force set out to create new productive 
capacity and insurance both for a growing Air Force and for mobilization reserve 
and not merely a specific quantity of aircraft. 

Because the original quantity has dwindled and production has extended over 
a longer period of time, the costs per unit necessarily increase and the costs do 
not proceed as far down the learner’s curve as they would with additional volume. 

But this is recognizable as part of the cost of buying new capacity. 


Mr. Henry J. Kaiser. The Air Force is on record that our per- 
formance is steadily improving. Here is an April 23, 1953, report 
of a survey team who carefully reviewed our operations at Willow 
Run. 

1. Management: 


It is evident that all necessary functions and controls are now present or under 
way for a well-balanced, aircraft production organization. 
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2. Tooling: 


While the entire tooling situation has not yet been completely solved, high 
credit is due this Cepartment for the record included herein. It is believed that 
within 60 days from the date of this report, the tooling department of Kaiser- 
Frazer will function on a par with the best in the airframe industry. 


3. Planning and material control: 


The material control situation, generally speaking, is in excellent shape * * * 
this entire group is being efficiently directed, and no material trouble areas have 
been uncovered at any time by this survey team. 


4. Prodnection control: 


It can now be stated that Kaiser-Frazer has a sound production control program 
underway, which is built around an IBM system. 


5. Scheduling: 


It is the opinion of the survey team that they (the scheduling department) 
have made—and will continue to make—material progress. 

The quotations above are taken from the final report of a manpower 
utilization survey conducted by the Air Force at Willow Run in 
three phases, from November 24 through December 18, 1952; from 
January 12 through January 24, 1953; and from April 13 through 
April 23, 1953. 

This survey was conducted by a survey team from the Air Materiel 
Command, headed by Mr. Guy A. Whitcomb, Chief Labor Utiliza- 
tion Section, Industrial Manpower Branch, Industrial Resources 
Division, Headquarters, Air Materiel Command, United States Air 
Force, and Mr. W. S. Bagley, industrial specialist, Labor Utilization 
Section, Industrial Manpower Branch, Industrial Resources Division, 
Headquarters, Air Materiel Command, United States Air Force. 

6. Manufacturing and tabulating: 


The administration of this department is being effectively managed. 
7. Current production status: 


With the supporting functions such as production and tool control, engineering 
and tooling, well-organized and performing improved service with the production 
line, it is believed that the present rate of increase if sustained will be adequate 
to support the contractor’s C-119 and C-123 production program. * * * If 
the present realization of basic work orders is maintained, it is, therefore, believed 
that this contractor can make the program schedules. 

Mr. Anton. Is this a classified document? 

Mr. Epear F. Kaiser. Not to our knowledge, Mr. Anton. We 
checked that before we included it. 

Mr. Henry J. Kaiser. During the hearings, General Cook was 
questioned at length about the differences between cost-plus-fixed-fee 
contracts and fixed-price contracts. 

When asked which type he would prefer, he said a fixed-price con- 
tract without redetermination. He added, however, that it was 
virtually impossible to persuade aircraft manufacturers to take fixed- 
price contracts without redetermination. 

We have considered General Cook’s testimony carefully, and, in 
order to settle any further controversy as to the productive ability 
and efficiency of our company, the Kaiser organization is prepared 
to negotiate a fixed-price contract without redetermination—— 

Mr. Anton. Is this an admission that the cost-plus-fixed-fee 
contract is an evil thing? 
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Mr. Henry J. Kaiser. Are you trying to put those words in my 
mouth? 

Mr. Anton. No. I am asking you a question. 

Mr. Epaear F. Karser. I think you cover it a little later. 

Mr. Anton. Are you prepared to answer the question? 

Mr. Henry J. Katser. I am not prepared to answer in general such 
a question as that, and you know that it is a loaded question. 

Mr. Epear F. Karser. I would like to answer it. 

Mr: Henry J. Kaiser. You answer it. 

Mr. Epe@ar F. Kaiser. Cost-plus-fixed-fee contract is not an evil 
thing. It is a necessary thing to have in order to bring in new produc- 
tive capacity, and if you took the cost-plus-fixed-fee type of contracts 
out, I think you would materially damage the Air Force program. 

I believe in the fixed-price type. I offered to perform these contracts 
on a fixed-price basis. That isin the record and I will file those let- 
ters witb this committee. 

The CHarrMan. Go ahead. 

Mr. Henry J. Kaispr. We have considered General Cook’s testi- 
mony carefully, and in order to settle any further controversy as to 
the productive ability and efficiency of our company, the Kaiser 
organization is prepared to negotiate a fixed-price contract without 
redetermination for the completion of the C-119 work, provided that 
similar arrangements are negotiated for the prime contract on the 
C-123B assault transport. We are so advising the Air Force. 

Senator Symineron. You are the only manufacturer, aren’t you, 
of the 123-B? 

Mr. Epe@ar F. Kaiser. That is correct. 

Senator Symineton. You own 49 percent of the stock? 

Mr. Epaar F. Kaiser. That is correct; of Chase Aircraft. 

Senator Symineron. And they control the patents on the C-123B? 

Mr. Evaar F. Kaiser. No, sir. 

Senator Symineton. Who does? 

Mr. Epear F. Kaiser. All the military rights are retained by the 
Government. 

Senator Symineton. The only people who have the 123B—— 

Mr. Epa@ar F. Kaiser. Are Chase Aircraft. 

Senator Symineron. If you are the only manufacturer of those 
contracts, then in effect on a fixed-price you could charge whatever 
you thought you would like to charge on the 123? 

Mr. Epaar F. Katsur. I have never found it that way in nego- 
tiating with the Air Force. 

Senator Syminetron. And make it up on the competitive price on 
the C-119, could you not? 

Mr. Epaar F. Kaiser. No, because the C-119 phases out as the 
123B comes in. You could not do it anyway. 

Senator Symrneton. Let me put it this way: In the first place, 
the C-119 may not phase out if they wanted more C-—119’s. 

Mr. Epaar F. Kaiser. That is possible. 

Senator Symrineton. When companies I was associated with made 
electric motors we had the problem of our competitors having a 
monopoly of the lamp contracts. 

They could sell the electric motors to our customers at low cost 
and then get their profits back in what might be considered more 
than normal profits on the lamp contracts. 
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Mr. Kaiser, if you were the only bidder on the C—123 and you 
premised quoting a fixed-price on the C—119, isn’t it fair to say that 
that isn’t at all comparable to an offer of just agreeing to meet 
competition on the C-119? 

Mr. Epaar F. Karser. No, sir, I don’t think that is right for 
two reasons. 

Senator SyYMINGTON. Just one more question and then I would 
like to listen to you. 

If that isn’t the reason, why would you want to pool the two 
together, knowing that you could, as the only manufacturer of the 
C-123, take 100 percent profit on the C-123 and 10 percent, 20, 
30 or 40 percent loss on the C-—119, and still be ahead in profits on 
your net Government price? 

Mr. Epaar F. Kaiser. First, let me tell you that that would be 
a very dangerous thing to do. The incentive is all to do just the 
reverse because if we gave them, as you are suggesting, if I understand 
it—and I also say they would not accept it—but assume the condition; 
if you gave them a high price on the C-119 to cover the price on the 
C-123 

Senator Symineron. If you gave them a low price on the 119 to 
cover the price on the 123’s. 

Mr. Epear F. Katser. Then the answer to that—— 

Senator Symineron. You have no competition on the C-123, so 
if you have a fixed-price you fix the price yourself if they buy the 
ship. 

Mr. Epear F. Katser. You would never make it with the Air 
Force in the first place. They are a tough trader when it comes to 
negotiating. 

Senator Symineron. I agree with you that at times the cost-plus- 
fixed-fee contract is a good contract. I think you will agree with me 
that your offer to quote a fixed price on the C-119 does not mean 
anything if you premise it on the basis that you have the right to 
fix a price on an airplane which you are the only person allowed to 
build. 

Mr. Epear F. Katser. Assume that condition happened. They 
would pick you right up on renegotiation. 

Senator Symineron. You are picked up on renegotiation on any 
basis. 

Mr. Enear F. Kaiser. Right. So the Government couldn’t get 
hurt if that happened, which I say won’t happen. 

Senator Symineton. Would you continue your production on the 
C-119? 

I don’t question anything except I don’t see what you are offering 
if you offer a fixed-price on the C-119 and premise it by asking for a 
fixed-price on an airplane that you are the only supplier of. 

Mr. Epear F. Karser. The real answer to that is that you have 
to do it. You cannot operate within one plant, on any satisfactory 
basis, a cost-plus-fixed-fee-contract and a fixed-price. 

That is why the Air Foree—— 

Senator SyminetTon. The reason the point is especially pertinent 
is that the Air Force opposed your interest in the C-123 according to 
the testimony here, on the grounds that it violated the spirit of the 
agreement because they felt were you producing both the C-119 and 
the C—123 that you had a stranglehold on all this type and character 
of airplane that the Government was going to buy. 
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They felt that you could underquote the only competitor by getting 
a better price on the C-123, and it was for that reason that the Under 
Secretary for the Air Force, some representative of the Air Force—it 
is in the testimony—felt that you should not have gone into the C-123 
business. 

That is why I raised this point. 

Mr. Epa@ar F. Kaiser. I don’t agree with you. 

Senator SyMINGTON. It seems to be applicable to the position of the 
Air Force. 

Mr. Epa@ar F, Kaiser. If I read the testimony of the former 
Under Secretary carefully, he says that he and Mr. Finletter made a 
commitment or gave assurances—I am not sure of the exact language— 
to Fairchild that the Kaiser-Frazer operation was a second source 
operation. 

But he did not say that the Kaiser management made a commit- 
ment that they would not get into the aircraft business. He didn’t 
say that. I want to first clear up that we did not violate any com- 
mitment. 

Senator Symineton. Let’s get the record. My impression from 
the record is that he did feel, after you were given the 119 business, 
that you were not fulfilling the spirit of the agreement when you went 
into the 123 business. 

Mr. Epe@ar F. Kaiser. No, sir. 

Senator Symineton. That only interests me because as a former 
manufacturer I say that your offer to go on a fixed-price with the C—119 
doesn’t mean anything if you premise it with the right to establish any 
fixed price you want on an airplane which you know the Government 
wants that you are the only supplier of. 

Mr. Ep@ar F. Kaisur. I| think we are going to keep at this. 

Senator SymineTon. I will keep at it just as long as you want. 

Mr. Ene@ar F. Kaiser. All right. First you can’t have two dif- 
ferent type contracts, a cost-plus and a fixed-price. You can—it is 
physically possible. But the argument—Mr, Anton here would be 
saying you charged al] the work on the fixed-price one to the cost-plus, 
and we would be arguing it and nobody would understand the 
answer. 

You ought to have the same type of contracts in the plant when you 
are doing both jobs at the same time. 

Am I clear on that one? 

Senator Symrneron. You are clear but I don’t necessarily agree 
with it. I have operated plants where I have had cost-plus-fixed-fee 
contracts and fixed-price contracts on this same type of work. 

In your plants, first you have the auditors of the service in question 
that you are serving and they decide, not you, what is cost and what 
isn’t cost. 

After you have finished that, the General Accounting Office comes 
in and reviews both your costs and the costs as estimated by the 
services. So you have a double check on any type of character of 
difference in cost, where the supplier, unfortunately sometimes for 
the suppliers, as I remember it, never has the final say. 

| think the Government can protect itself under a plant operation 
which involves both fixed-fee contracts and fixed-price contracts. 

Mr. Epg@ar F. Kaiser. I agree with that statement but I don’t 
think it is a desirable thing to do, and you should avoid it if you can. 
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Back to this point about violating a commitment. I am very 
clear—— 

Senator Symineron. I did not say that, Mr. Kaiser. 

Mr. Epaear F. Katser. I know you did not say it. 

Senator Symineron. Then why do you go back to something I 
didn’t say? I did say that the testimony of the Air Force was that 
they felt that your going into the C-123 was a violation of the spirit 
of the agreement. 

Mr. Epear F. Kaiser. They later said that was not the case as 
far as we were concerned. When you stop and think about it, I 
don’t think that the Air Force wants to be on the record that it is 
making a deal with somebody that they can’t go out and build 
another type of an aircraft. 

What is that? That is monopoly. That is one thing we don’t 
believe in in this country. 

Senator Symrneton. On the other hand, the Air Force doesn’t want 
to find itself in a position where, after they create you as a second 
source of supply and give you all the engineering help that they can 
get from the prime contractor, that you go out and get an additional 
plane which will make it possible for you to whipsaw the prime con- 
tractor. 

Fairness works both ways, as I see it. 

Mr. Epear F, Katser. I think the Air Force is perfectly sound in 
saying, “You are a second source and the minute that the requirement 
goes down and we can work it out, the plane is going back home to 
the prime producer.”’ 

I think that is right. But I don’t think the Air Force has got any 
right or that it is in the best interests of the Government to say, 
‘You must agree, because you are a second-source person, that you 
won’t build any new type of airplane, competitive or not.’”’ 

Senator Symrneton. I go back to my point: If you control the 
123B, and premise your agreement to go to a fixed-price on the C—119 
by the fact you will get your price on the C-123, I don’t think it 
means much in the way of an offer to get off of a cost-plus-fixed-fee 
contract. 

Mr. Epear F. Katser. Do you agree with the statement 

Senator Symineron. Am I correct on that, Mr. Kaiser, Senior? 

Mr. Epear F. Kaiser. I would like to ask you what would be fair 
in order for the Air Force to get a fixed-price contract? I think I have 
recommended. 

Senator Symrneron. I wouldn’t know what to do. I am out of 
that field. I just read this statement and I think if you are the only 
people building the 123B that your offer to go to a fixed-price on the 
119, provided they give you your price on the 123B, isn’t a way of 
getting around a cost-plus-fixed-fee contract. 

Mr. Henry J. Kaiser. We are planning to get into a cost-plus-fixed- 
fee contract on the 123B. 

Mr. Epnear F. Kaiser. No. We are saying we would build on a 
fixed-price without redetermination. 

Senator Symineron. You don’t have to go to a cost-plus-fixed-fee 
contract on the 123B if you are the only supplier. 

Mr. Epe@ar F. Katser. You mean a fixed price? 

Senator Symineron. You don’t have to go to a cost-plus-fixed-fee 
contract to protect yourself on the 123B if you are the only supplier. 








aA Ri i ccs Ra aS iN 


See LE 


Mr. Epa 
Senator $ 
have a fixe 
high as you 
Mr. Epa 
T am get 
Senator | 
you get off 
cost-plus-a 
the price 0 
Mr. Enc 
Senator 
Mr. Enc 
Senator 
the 123? 
Mr. Env 
Senator 
would be ! 
Mr. Ep 
have the 
wants it, 
Senator 
want to ¢ 
The Cr 
Mr. An 
about the 
that the . 
Mr. Ext 
Mr. A? 
John Suc 


Memo to: 
From: M(¢ 
Subject: A 
Amendn 
contract a 
request wl 
sion. Fin 
to contrac 
The det 
ptocurem«¢ 
(a) Ma 
tractors h 
(6) Var 
(c) Hig 
(d) Int 
Under ' 
position t 
considere 
dency at 
ability of 
reimburs 
It was 
than any 


AIRCRAFT PROCUREMENT 339 


Mr. Epoar F. Kaisnr. We are already on it. 

Senator Symincron. But you don’t have to go on it. You can 
have a fixed-price on the contract with redetermination and set it as 
high as you like. 

Mr. Evcar F. Kaiser. What is our issue here? 

I am getting confused. 

Senator Symineron. My issue is that what you in effect say is that 
you get off on a fixed-fee contract on the 119 provided they give you a 
cost- -plus- a-fixed-fee contract on an airplane, the cost of which and 
the price of which, you control completely. 

Mr. Epaar F. Kaiser. It was not put in as a trade or lever. 

Senator Symineron. Will you make the deal and leave it out? 

Mr. Epnaar F. Kaiser. Sure. 

Senator Symrneron. You will make a fixed price on the 119 without 
the 123? 

Mr. Epnaar F. Kaiser. Certainly. 

Senator Symineron. I think that, from the point of the taxpayer, 
would be much better. 

Mr. Epaar F. Kaiser. I think it is best—I do think it is wrong to 
have the two types of contracts. If that is the way the Air Force 
wants it, all right. 

Senator Symineton. I don’t know what the Air Force wants. I 
want to cover that one point. 

The CHarrMan. Proceed. 

Mr. Anton. The committee is interested in clearing up one point 
about the type of contract. I believe you made mention of the fact 
that the Air Force had requested that you go into a CPFF contract. 

Mr. Epaar F. Kaiser. That is correct. 

Mr. Anron. The committee has in its possession a document from 
John Suchy, Jr., Procurement Assistant of the Aircraft Branch. 

~~) ’ 
Fresruary 6, 1953. 
Memo to: Mr. John Howland. 
From: MCPPA, Mr. John Suchy. 
Subject: AF33(038)—18481, Kaiser Manufacturing Corp., C—119 Airplanes. 

Amendment No. 2 to KMC letter contract AF—18481 changed the type of 
contract anticipated to CPFF. This action was taken on the basis of KMC’s 
request which was discussed with and approved by the Chief, Procurement Divi- 
sion. Findings and determination subsequently prepared confirmed the decision 
to contract on a CPFF basis. s 

The determination to contract on a CPFF basis was made shortly after the 
ptocurement was implemented on the basis of considering such factors as: 

(a) Manufacturer building an item on which neither he nor the major subcon- 
tractors had previous experience. 

(6) Variable quantitative and rate of delivery requirements. 

(c) High starting load costs. 

(d) Intermingling with commercial production. 

Under these circumstances neither the Government nor the contractor was in a 
position to come up with a realistic “contract price,’ and the CPFF approach was 
considered to be the only fair solution. This permitted us to establish a resi- 
dency at the contractor’s plant to oversee the operations and pass upon the allow- 
ability of all costs incurred and charged to this contract by the contractor prior to 
reimbursements by the Government. 

It was felt that in view of all the uncertainties the CPFF arrangement, rather 
than any other, would be in the best interests of the Government. 

JOHN Sucny, Jr., 
Procurement Assistant of the Aircraft Branch. 
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What would your comment be on that? 

Mr. Epear F, Kaiser. That was not our request and that is not 
correct, 

Mr. Anton. The document to which I referred and asked you if it 
is classified or not, I have in my hand and it is marked confidential. 

Mr. Epear F. Kaiser. That is a confidential stamp, corporatewise. 

Mr. Anron. The committee has had this declassified. I would also 
like to read from this on page 6. 

Mr. Henry J. Kaiser. The confidential stamp is the company 
stamp, not the Government. 

Mr. Anton. This is an Air Force document. 

Mr. Henry J. Kaiser. But we put on the stamp. 

Mr. Epear F. Kaiser. That is not a classified document, re- 
stricted or anything. 

Mr. Henry J. Kaiser. Don’t get the inference that the Air Force 
did it. They didn’t do it. We did it. 

. Anton. I will accept your explanation. On page 6: 

All new foremen are required to attend the program “Basic management.” 
Approximately 30 percent of the present supervision have not received this 
program but are being scheduled at the rate of about 20 per week. 

Isn’t it unusual after two and a half years that a program of basic 
management is now being instituted? 

Mr. Epaar F. Karser. That is not correct. 

Mr. Anton. Page 7: 

Advance program for supervision is now being developed. It is planned to 


schedule all supervision for this program as soon as all have received basic man- 
agement. 


On the same page: 
A training program for tool engineers was recently— 
after 2% years of the contract— 
was recently inaugurated which will improve the caliber of this critical group. 
Mr. Henry J. Kaiser. Are you putting words in? 
Mr. Anron. I said “after 2% years.”’ 
Mr. Henry J. Kaiser. Are you putting words in? 
Mr. Anton. I will quote it again. 
Mr. Henry J. Kartser. Quote the paragraph. 
Mr, Anon (reading): 
A training program for tool engineers was recently inaugurated which will 
improve the caliber of this critical group. 
On page 8: 
A concentrated drive to eliminate “rackets” — 
whatever that is 


within the plant has been conducted. Disciplinary action has been conducted 
and several violators have been separated from the company. 

In view of the fact that after 2% years this is such a wonderful 
operation, will you tell the committee what those rackets are and 
what these courses are that are now being instituted? 

Mr. Epear F. Kaiser. I have the document. The “rackets,” in 
quotes here, refers in my opinion to numbers games and things of 
that type of which there has been a report and which has been going 
on in a number of plants in the Detroit area. In cooperation with 
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a number of counties and the township, we have been carrying on 
a cooperative drive to eliminate that completely. 

That is not something peculiar to Kaiser-Frazer’s plant. There has 
been much more written up on other plants. 

The CuarrMan. Was the work on company time, Mr. Kaiser? 

Mr. Eve@ar F. Kaiser. Yes; I think so, Senator. I think it is 
stated that there are people going around doing that. 

Mr. Anton. In all fairness, that document should be submitted 
for the record in toto. 

Mr. Epe@ar F. Kaiser. I am perfectly agreeable to that. 

The CHarrMAN. It may be submitted. 

(The document is as follows:) 


KatiseER MANUFACTURING CorpP., 
Willow Run, Mich., April 28, 19538. 


I. Manpower Utiuization SurveYy—FINAL Report KaiseER MANUFACTURING 
Corp., Wittow Run, Mica. 


Requested by invitation of Mr. Edgar F. Kaiser, president, Kaiser Manufac- 
turing Corp. 

Authorized by commanding general, Air Materiel Command, Wright Patterson 
Air Force Base, Dayton, Ohio 

Purpose: Mr. Edgar F. Kaiser, president, Kaiser Manufacturing Corp., in a 
letter to the commanding general, Air Materiel Command, Attention: Maj. Gen. 
Mark E. Bradley, Jr., dated January 26, 1953, invited the survey team to return to 
Kaiser Manufacturing Corp., Willow Run, Mich., during the month of April 1953 
for the purpose of reviewing each of the matters discussed during the original 
survey conducted November 24 to December 18, 1952, and the interim study 
which was conducted January 12-24, 1953. 

Date conducted: April 13 to April 23, 1953. 

The survey team: Guy A. Whitcomb, Chief, Labor Utilization Section, Indus- 
trial Manpower Branch, Industrial Resources Division, Headquarters, Air 
Material Command, United States Air Force; W. S. Bagley, industrial specialist, 
Labor Utilization Section, Industrial Manpower Branch, Industrial Resources 
Division, Headquarters, Air Materiel Command, United States Air Force. 


Guy A. Wnurrcoms, 
Chief, Labor Utilization Section, Industrial Manpower Branch, Industrial 
Resources Division, Headquarters, Air Materiel Command, United 
States Air Force. 
W. S. Baaiay, 
Industrial Specialist, Labor Utilization Section, Industrial Resources 
Division, Headquarters, Air Materiel Command, United States Air 
Force. 
PREFACE 


This final report constitutes a résumé of the findings made by the survey team 
of the Kaiser Manufacturing Corp. progress during the last 5-month period. The 
yrogress indicated herein is measured against surveys conducted in November- 

ecember 1952 and during January 1953. 

Conferences were held with all levels of management to evaluate actions taken 
on each of the 48 recommendations made in the first survey report. Supple- 
menting the conferences over 600 pages of supporting documentation will be 
laced in the files of the Industrial Manpower Branch, Industrial Resources 
Jivision, Air Materiel Command, Dayton, Ohio. The report covers 5 major 
subjects as follows: 


Part I. The Report (Requested by, Authorized by, Purpose) 
Part II. Employment Trends 

Part III. Management 

Part IV. Industrial Relations 

Part V. Production 
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II, EMPLOYMENT INFORMATION (AIRCRAFT) 


Number employees 


nnn 





















































Plant Office Total 
Grand 
| total 
Male | Female Male Female Male Female 
Oe hike. - ns), - chcbaiteids 2, 774 122 503 221 3, 277 343 3, 620 
Dee. 1, 1952__- : ines 4, 033 635 1, 315 501 5, 348 1, 136 6, 484 
Apr. 14, 1953__._- ‘ : 3, 609 529 818 340 4, 427 869 5, 296 
Employee breakdown by shifts 
‘ ; : Z 
Nov. 24, 1952 Jan. 1, 1953 Apr. 14, 1953 
ist shift, 11 p. m.-7:30 a. m__.. stianonseiiiitines chasis 123 122 96 
2d shift, 7 a. m.-3:30 p. m Seth deseded 2, 055 2, 885 3, 021 
3d shift, 4:15 p. m.-12:45 a. m___. piBtaibecin oheintuie 2, 292 2, 004 2, 179 
IE, catalina a ties 4, 470 5,011 5, 296 
Workweek: 5 days per week, 40-hour week. 
Average hours worked per week 
| 1st shift 2d shift 3d shift 





July 1952___.___ 
September 1952- 
October 1952 

_ 2 |) eae 
February 19532... 
March 1953 3__ 


1 All shifts was 40.3954. 
? All shifts was 40.0236. 
* All shifts was 40.0523 





Direct and indirect workers 


January 1953 April 1953 





Direct eas edt ae tsoke asbcebicn ct es adnate 3, 127 3, 589 
ee aes ee a downs aabeiniea 5 accessed 1, 884 1, 707 
Total_- =e 5, O11 | 5, 296 


Ill. MANAGEMENT 


When the Kaiser Manufacturing Corp. was awarded the C—119 contract, its 
management was confronted with many problems in establishing a defense business 
of the magnitude of the C-119 program while simultaneously operating their 
commercial business. The tremendous load on management personnel in estab- 
lishing the program necessitated dividing the organization into two groups— 
defense and commercial. The aircraft division was established, with complete 
control over its entire operation, and a similar group, the automotive division, 
was established for its commercial business. However, certain departments were 
maintained as they were originally set up, for the purpose of economy and clarity 
of operation. Among these are finance and industrial relations. 

It was recognized that additional management and supervisory personnel who 
had had previous aircraft experience would be required. Consequently, the 
corporation actively engaged itselt in endeavoring to acquire competent manage- 
ment and supervisory personnel. At the present time there are some 750 manage- 
ment and supervisory people in the aircraft division who have had previous 
experience—some with over 15 years—on this type of work. 
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Management has recognized that the installation of specific functions and 
controls would be necessary to properly operate the aircraft division. Further, 
that competent personnel must be concentrated and specialized to initiate and 
put into operation necessary programs. This overall program is well underway. 
As of now, it appears there are no major deficiencies in the organization and its 
personnel. ‘There have been minor changes, as there will be, from time to time, 
in the refinement of any organization, but it is evident that all necessary functions 
and controls are now present or under way for a well-balanced, aircraft production 
organization. 

IV. INDUSTRIAL RELATIONS 


Considerable progress has been made in management operations since the 
original visit of the Manpower Utilization Survey Team in November 1952. 
The industrial relations division has attempted to lead the way in establishing 
policies and practices which the survey team feel have contiibuted materially 
to this progress. Not only has the industrial relations division been instrumental 
in establishing policies and practices for the improvement of manpower utilization 
but it has attempted to assist and counsel the manufacturing department in the 
administration of these policies. Following are some of the more tangible results 
of this overall program: 

(1) Personnel selection 

(a) The appointment of a manpower administrator has considerably simplified 
the hiring program. 

(b) The newly formed investigation department is helping to eliminate unde- 
sirables. 

(c) Interviewers have been given additional training, a manual on techniques of 
interviewing has been developed, and individual training of interviewers conducted. 

(d) A complete battery of aptitude tests for hourly employees has been secured 
and is being utilized. Each hourly applicant receives at least three tests. People 
applying for some specialized jobs receive additional tests. 

(e) A supervisory selection committee has been appointed to screen all appli- 
cants for supervisory positions. Both manufacturing and industrial relations 
are represented on this committee and no new manufacturing supervisor is hired 
or upgraded without first being approved by this committee. 

(2) Training 

(a) Every hourly employee transferred or hired into the aircraft section 
receives an orientation program devoted to familiarizing him with aircraft opera- 
tions, shop rules, employee benefits, safety precautions, and so forth. 

(b) Aircraft procedure No. 67, providing for classroom and vestibule training 
for hourly employees, is now being followed. 

(c) All new foremen are required to attend the program Basic Management. 
Approximately 30 percent of the present supervision have not received this 
program but are being scheduled at the rate of about 20 per week. 

(d) An advanced program for supervision is now being developed. It is 
planned to schedule all supervision for this program as soon as all have received 
basic management. 

(e) Each aircraft supervisor attends 1 hour conference each week which is 
devoted to a discussion of current operating problems. 

(f) Facilities for training have been improved. Management training class- 
rooms have been moved to a more quiet and desirable location. The Air Force 
contracting officer has been requested to approve certain expenditures necessary 
to soundproof classrooms located in the manufacturing area. 

(g) Vestibule training for hourly employees has been supplemented as needs 
have become apparent on the production floor. 

(h) A training program for tool engineers was recently inaugurated which will 
improve the caliber of this critical group. 

(7) All aircraft supervisors (foreman through superintendent) are now being 
rated quarterly on their performance. The supervisor is rated by his superior 
and the rating is discussed with the man rated. 


(3) Personnel statistics 


(a) An exit interviewing program has been in operation for about 6 weeks. 
The purpose of this activity is to determine the real causes of turnover and to 
pinpoint the areas responsible for excessive turnover. The program has not yet 
been in operation long enough to measure the results. It is anticipated that 
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within a few months reliable statistics can be compiled and constructive action 
taken to eliminate thege causes. 

(b) Complete records relative to turnover are being maintained by depart- 
ment, by classification, by occupation, by shift, etc. These records are made 
available to manufacturing through the manpower administrator. 


(4) Labor relations 


(a) Overtime earnings of stewards have been materially reduced. 

(b) Labor relations has negotiated with the Union a 1-year limitation on 
transfers, except at times of layoff, between aircraft and automotive. 

(c) A general policy of tightening up on disciplinary cases in the plant has 
been initiated. loor supervision has been instructed to thoroughly investigate 
all causes of loafing, poor workmanship, absenteeism, etc., and to take firm dis- 
ciplinary action when necessary. 

(d) Several departmental changes have been negotiated with the Union which 
the company feels was important to efficient manufacturing operations. 

(e) A concentrated drive to eliminate rackets within the plant has been con- 
ducted. Disciplinary action has resulted and several violators have been sepa- 
rated from the company. 

Vv. PRODUCTION 


The general production picture at Willow Run has shown material improvement 
in the interim period between the original survey completed on the 18th of Decem- 
ber 1952, and this date. Bottlenecks and trouble spots still exist; however, man- 
agement presently is quick to recognize and localize these conditions and is taking 
prompt action to implement corrective measures as speedily as is humanly pos- 
sible. Wherever practical,careful detailed studies are then made to prevent re- 
currence of problems which have been previously disposed of. Within the some- 
600 pages of documentary evidence referred to in the preface of this report will be 
found the supporting details upon which the following production phases discussed 
herein are predicated. Consistent with the survey team’s objective reporting 
the pattern which will be followed in discussing production will be general and will 
indicate the progress of this contractor during the past 5 months. 


Product engineering 


First subject covered is the progress of product engincering on both the C-119 
and C-—123 between November 1, 1952, and this date. The attached chart and 
explanation thereto, prepared under the team’s direction, depicts the complete 
product engineering picture. It is interesting to note than on the C-123 it is 
currently 90 percent complete. 


Explanation of drawing release summary 


1. C-119 aircraft program.—Item A: Represents basic design drawings required 
of the prime design contractor to describe first aircraft. 

Item B: Represents those drawings and information required for continued 
engineering on subsequent aircraft. Such data including ECP’s and EAI’s is 
being released upon establishment of ship effectivities by the master change 
control board. 

2, C-123 aircraft program.—Item A: Represents basic design drawings required 
of the prime design contractor to describe first aircraft. 

Item B: Represents those drawings and information required for continued 
engineering or first and subsequent aircraft. Such data involving ECP’s, draw- 
ing revisions and EAI’s is being released upon establishment of ship effectivities 
by the master change control board. 
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I -roduction engineering—drawing release e summary—C-1 119C—I 23 airc reraft program 


| Receivals | Released |Release per-| Receivals | Released | Release per- 
as of Nov. | as of Nov. | cent Nov. | as of Apr. | as of Apr. | cent Apr. 
1, 1952 1, 1952 | * 1952 | 20, 19653 20, 1953 20, 1953 


1. C-119 aircraft program: 

A. Initial release draw- 
ings required to 
describing first | 
aircraft _ - a : 7, 207 | 

B. Other drawings and | | 
information re- 
quired for contin- 
ued engineering | 
on subsequent } | | 
aircraft (ECP’s | | 
and EAI’s)...... 19, 970 19, 279 y 24, 404 | 22, 954 | 


Total ‘ 21, 177 pusgouest _31, 611 | _ 80, 161 | 


2. C-123 aircraft program: 

A. Initial release draw- 
ings required to 
describing first 
aircraft... ... 

B. Other draw ings and 
information re- 
quired for contin- 
ued engineering 
on first and sub- 
sequent aircraft 
(E C -? 


10, 115 21, 441 | 


Total.........- "13, 920 | 25, 682 | 

















Tooling 


The team has prepared the following outline to present the program of the 
tooling department between November 1, 1952, and the present date. Again, 
it is pointed out that while the entire tooling situation has not yet been completely 
solved, high credit is due this department for the record included herein. It is 
believed that within 60 days from the date of this report, the tooling department 
of K-F will function on a par with the best in the airframe industry. 


A. Tool design 


The total number of basic tool designs which it has been necessary to 
process on the C-119 program up to Apr. 20 (all K—F designs, in- 
cluding its subcontractors) has been 12, 102 
(a) The numbers which were completed on Nov. 1, 1952, were.. 11, 700 
(b) The numbers which were completed on Apr. 20, 1953, were_. 12, 052 
(c) The numbers yet to be completed on Apr. 20, 1953, were_-_- 50 
The total number of basic tool designs which it has been necessary to 
process on the C—123 program up to Apr. 20 has been 8, 736 
(a) The numbers which were completed on Nov. 1, 1952, were._ 6, 989 
(b) The numbers which were completed on Apr. 20, 1953, were.. 3, 429 
(c) The numbers yet to be completed on Apr. 20, 1953, were_-- 307 
3. The total number of engineering changes which it has been necessary 
to process on the C-119 program affecting both Willow Run proc- 
essing and tooling from Feb. 1, 1952, to Apr. 20, 1953, has been--- 
(a) Engineering changes processed and O. K.’d for production 
from Feb. 1, 1952, to Nov. 1, 1952, were-- -- 
(b) Engineering nee processed and QO. K.’d for production 
from Feb. 1952, to Apr. 20, 1953, were-_--- 
(c) Engineering iin yet to be proc essed and O. K.’d for pro- 
duction on Apr. 20, 1953, were- 
(d) C-—119 master tooling: 
In accordance with the technical assistance agreement, 
Fairchild is responsible for coordinating and incorporating 
all engineering changes on C—119 control masters and shop 
masters. There are 54 current control masters and 287 
current shop masters. The coordination of the K—F mas- 
ters with the Fairchild masters has been difficult because 
of the time and inherent shipping problems encountered 
in periodically transferring the K—-F masters to and from 
Hagerstown. 
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A. Tool design—Continued 


4. The total number of engineering changes which it has been necessary 
to process on the C-123 program affecting all tooling up to Apr. 20, 
1953, has been JSS A. ek pe oe. 11, 995 
(a) Engineering changes processed and O.K.’d for production on 
Nov. 1, 1952, were Paras ~ 4.5 decpugJias: ¥; 800 
(b) Engineering changes processed and O.K.’d for production on 
Apr. 20, 1953, were 


. ie . cilh ctitiineties. a, 200 
(c) Engineering changes yet to be processed and O. K.’d for pro- 


duction on Apr. 20, 1953, were______ need oot see ae 735 
(d) Master-gage designs processed and O. K.’d for production on 
Nov. 1, 1952, were___ wali. 1 341 


(e) Master-gage designs processed and O. K.’d for production on 
Apr. 20, 1953, were ‘ che cai a 

(f) Master-gage designs yet to be processed and O. K.’d for pro- 
duction on Apr. 20, 1953, were none.! 


1394 


1 All master-gage designs are the responsibility of K-F. 


B. Production tooling 


1. The total number of production templates on the C-119 program 
(including 2,420 obsolete templates) are.__......_._._._._..... | 15, 840 

(a) The number of production templates O. K.’d for production 
on Nov. 1, 1952, was_____ 4 , ee ee . 12, 750 

(6) The number of production templates O. K.’d for production 
on Apr. 20, 1953, was a Ribot pteinhG has tlre wane 18,420 

(c) The number of production templates yet to be O. K.’d for 
production on Apr. 20, 1953, was_ a Bfin 112 

2. The total number of production templates on the C-123 program (in- 


cluding approximately 2,000 obsolete templates) are 5 én . 12, 268 

(a) The number of production templates O. K.’d for production 
on Nov. 1, 1952, was____- ith eT da thai hh tin eee pe nt, ee. 

(b) The number of production templates O. K.’d for production 
SO IG LOT, WI iB inn conti te Ss tae idee cau subeaet taaaiees 

(c) The number of production templates yet to be O. K.’d for 
production on Apr. 20, 1953, was approximately___________ 1, 000 

3. The total number of production tool jigs and fixtures on the C—119 
program (including approximately 3,000 obsolete tools) is._......._ 24, 300 

(a) The number built and O. K.’d for production on Noy. 1, 1952, 
Wr REINER 8 non ie nee ee ae 20, 000 

(6) The number built and O. K.’d for production on Apr. 20, 1953, 
Wn te On nn a ener: ere ae man thei oseanee. ae ee 

(c) The number yet to be built and/or O. K.’d for production on 
tS A aa ae PE Sik aa 350 

4. The total number of production tool jigs and fixtures on the C—123 
program (including approximately 1,000 obsolete tools) is________- 24, 000 

(a) The number built and O. K.’d for production on Nov. 1, 1952, 
WO dw tae ater aos aanes kaeke pe eee 12, 300 

(6) The number built and O. K.’d for production on Apr. 20, 1953, 
Wn ne tee ona ie am oben tenes HERE ae ee 19, 500 

(c) The number yet to be built and/or O. K.’d for production on 
Bor. 2p. rene, wee SPO! aie OG Bae! Be es Gee 13, 500 


1 The total of 3,500 consists of the following: 1,450 detail families, of which 90 percent have been built and 
received at the plant and only 29 fixtures not received; 36 fixtures in installation; and 18 fixtures in inspection, 


Tool control 


A tool control decentralization program has been undertaken since the original 
survey report. Dies, and so forth, for each program are now separated and 
stored adjacent to the machines on which they are to be used; routers are now 
close to raw stores. Identification and inspection operations are being decentra- 
lized so that the operations are to be done in the proper areas. Templates have 
been divided into two categories—tooling templates and production templates. 





Tooling templates have been moved next to the template manufacturing area, 

and production templates have been moved adjacent to the raw stock crib. 
The back-ordering of tools is another bottleneck that has been corrected in 

Tool Control. Tools and templates are now requisitioned only once by the tool 
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followup men, and this, at the time the parts reach the area. If the tool is not 
available, the crib uses the requisition as a signal in the tool file until the tool is 
returned. As tools are returned, the tool file is checked and tools are sent to the 
floor at once, to fill the open requisitions in the tool file rather than being sent to 
stores. Under the former procedure, requisitions for tools were checked against 
the record, and those requisitions which could not be filled at once were returned 
to the area. New requisitions were then issued and the process repeated until 
the tool was available. In checking the results of this new procedure, it was 
found that the number of orders on both programs held for tooling on the floor 
was reduced from 1,168 on March 13, 1953, to 791 on April 14, 1953. 

Another improvement which has been made is that all templates are now moved 
with the job at the first operation. Previously the templates were returned to 
stores at the end of each operation to be requisitioned by the area performing the 
next subsequent operation. This procedure has been helpful in reducing the 
number of jobs held for tooling. ‘To support this statement, in a 5-hour period 
on April 14, templates stores released 309 jobs to production control. In airframe 
manufacture, there are many instances where the dual usage of tools is necessary. 
This contractor has now initiated a plan which corrects this situation. 

The accountability records of all tools have been set up so that now the tool 
story on each part is readily available. While these records presently are not 
100 percent complete, they will be in a short time. 

Tool followup orders are now being scheduled into work in accordance with 
part production requirements. Each tool followup order is checked to see when 
a part order is scheduled in work. If the release date of the order is week No. 
172, the completion date for tool followup is set at week No. 170. While the 
tool followup is in progress, tool control tells production control not to release the 
part. If the tool followup is not completed as scheduled and the part is placed 
on priority, the tool followup order is given the same priority as the part; i. e., 
[DENT or A priority. Tool followup orders placed on priority are subject to 
followup in the same manner as the part manufactured from the tool involved. 
The entire program on tool control embraces both the C-119 and the C-—123 
programs. 


Planning and material control 

The material-control situation, generally speaking, is in excellent shape. 
GFAE items are still critical on certain electrical items on both programs; how- 
ever, it is felt that this condition will be minimized during the balance of 1953. 

Production planning is comprised of the following subsections: Followup, 
specifications, subcontract, CMP and GFAE, office and inventory control. 

After the purchasing department places the purchase order, it is the duty of 
the production-planning department to follow this order so that the delivery will 
be in accordance with the schedule called out on the purchase orders. The speci- 
fications department works in close cooperation with product engineering. The 
subcontracting group is responsible for all coordination work required between 
the subcontractors and Willow Run, to maintain the current schedules. The 
CMP and GFAE group supplies all information and schedules required by the 
Government and Kaiser-Frazer in maintaining adequate controls of CMP alloca- 
tions and Government-furnished equipment. This entire group is being efficiently 
directed, and no material trouble areas have been uncovered at any time by this 
survey team. 


Production control 

In the original survey, it was recommended that top management immediately 
support a sound production-control program. This was again reiterated in the 
interim review. It can now be stated that K-F has a sound production-control 
program under way, which is built around an IBM system. The IBM ecard which 
has been designed carries all the basic information which is necessary in properly 
controlling production on each of the several thousands of parts which build the 
airplanes. 


Scheduling 

In January 1953, the scheduling department was organized with the following 
responsibilities which are being successfully carried out: Development, correla- 
tion, and coordination of program plans within policies established by management 
and the presentation of these plans to top management for decisions. 

Schedules are prepared to coordinate all activities of various departments to a 
common pace and toward a common goal. The actual status of all manufacturing 
departments is reviewed each month and the progress made during the preceding 
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month interpreted in the scheduled forecast for subsequent months in sub, major, 
and final assembly divisions. 

The scheduling department is increasing its value to management in its prepar- 
ation of anzlysis and status reports of the various departments. The lapsed time 
since the creation of a scheduling department has not been long; however, it is the 
opinion of the survey team that they have made—and will continue to make— 
material progress. 


Estimating 


The estimating department was organized in December of 1952. While the 
development of accurate historical data is a program which takes time, the esti- 
mating department is beginning to show its value to management on current 
estimates. 


Industrial engineering 


Since November 1952, the status of the industrial engineering department in 
the contractor’s organization has improved in two notable aspects. Ninety days 
ago, the department was primarily concerned with the analysis of operations which 
were after the fact. The department’s present functions as a current and before- 
the-fact agency, are exemplified by its integration with the scheduling functions 
within the newly organized manufacturing control division. The scope of the 
industrial engineering function now covers methods and time standards, hours 
control, and general industrial engineering. While it has been the opinion of this 
survey team that the industrial engineering department in K—F was not function- 
ing as efficiently as it should, in discussions recently held at this facility it has been 
determined that additional time is required to correctly evaluate and analyze its 
value to K-F. Presently this department is an active participant in a variety of 
advanced planning projects for top management. These projects include such 
items as analysis of mobilization schedules and facilities, workload imposed by 
proposed production schedules in preparation of documentary data concerning the 
performance of the aircraft division at this Willow Run plant. The long-range 
accuracy of these reports will do much to establish the value of the industrial 
engineering section. 

Manufacturing and tabulating department.—The manufacturing and tabulating 
department commenced effective operation during the latter part of January 
1953. The expansion of this department has been predicated on the premise 
that its activities should consist only of those functions which it can perform 
more economically or give better service than present manual methods. In the 
development of the operations of this department, all methods and procedures 
have been closely compared with those in use by other major manufacturers to 
insure optimum effectivity and to eliminate any possibility of waste motion. 
Such activities as the establishment of numerical lists of Willow Run-made 
parts, assembly and index reports, CMP bills of material, index reports and 
spare parts lists are but a few of the activities now currently under the control 
of the tabulating department. 

The administration of this department is being effectively managed. In ob- 
servations on the original report of the machining department, it was observed 
that a number of the machines were inoperative. The head of this department 
at that time was hesitant about taking on the machining of difficult parts. This 
condition has now materially changed for the better. A new manager of this 
department has been re and the department is now operating efficiently 
and is well managed. Machines are no longer idle and the general work tempo 
has improved. The plant layout of C-123 tooling appears to have been effec- 
tively administered, and the layout picture on that program is improving daily. 
Plant equipment, which has not been utilized, is now being moved and these 
areas are being utilized for productive requirement. 


Morale 


Morale in the Kaiser-Frazer facility has materially improved in the last 5 
months, 


Idle time 


This contractor, by the acceptance of the 48 recommendations appearing in the 
initial survey report, has eliminated a vast amount of idle time. By the continued 
refinement of programs initiated, the contractor will further reduce this condition. 
Work tempo 


Although there has been considerable progress in work tempo at this facility, 
- there still remains room for improvement. 


7 alld Se samo incl 





Departmental 

This contra 
procedure ha 
(serap); (2) 5 
indirect to di 
labor turnov 
which will in 
to implement 
will be revie’ 


Labor produc 

This contr 
review as Ww 
productivity 
that accurat 
productivity 


Current prod 
The majo 
ability to f 
programs. 
engineering, 
production 
adequate tc 
During tl 
shop compl 
of April 13, 
representin| 
OCyele tir 
obtained in 
not yet der 
requiremen 
On the C 
by August 
only index 
work ordet 
basic orde 
making a t 
From th 
697 which 
orders whi 
which will 
deducted f 
at Willow 
days—div 
work orde 
orders on | 
with a to’ 
in order t 
as pointed 
of 308 wo 
If the } 
believed t 
The as 
Chase, W 
have bee! 
and with 
forecast — 
support t 
keeping t 


Mr. | 
theory 
particip 
the cou 


34 


AIRCRAFT PROCUREMENT 349 


Departmental performance rating 


This contractor has adopted a departmental performance rating program. The 
procedure has been worked out and the items to be rated include: (1) Quality 
scrap); (2) schedule position; (3) labor effectiveness or productivity; (4) ratio of 
indirect to direct labor; (5) absenteeism; (6) safety; (7) housekeeping; and (8) 
labor turnover. The results of ratings will be published in a monthly report 
which will inelude specific recommendations for improvement. The action taken 
to implement the recommendations made by the survey team in the initial report 
will be reviewed periodically in order to derive the full benefit from the ratings. 


Labor productivity ‘ 


This contractor has accepted the survey team’s recommendations of the interim 
review as well as the original report with regard to correctly evaluating labor 
productivity. Efforts are now being made to perfect the standards program so 
that accurate criteria may be employed as a benchmark to determine labor 
productivity and its progress, 

Current production status 

The major concern of the survey team on previous visits was the contractor's 
ability to fabricate a sufficient number of parts to maintain both production 
programs. With the supporting functions such as production and tool control, 
engineering, and tooling, well organized and performing improved service to the 
production line, it is believed that the present rate of increase if sustained will be 
adequate to support the contractor’s C-119 and C--123 production program. 

During the first week in February following the team’s previous visit, the fab 
shop completed an average of 186 basic-work orders per day. During the week 
of April 138, the fab shop completed an average of 308 basic work orders per day 
representing an increase of 65 percent. 

Cycle time in subassembly necessary to meet schedules has generally been 
obtained in individual jigs throughout the program; however, the contractor has 
not yet demonstrated its overall ability in subassembly to support the scheduled 
requirements. 

On the C-—123 program, the contractor has 13.606 basic work orders to complete 
by August 31, 1953. This figure has been arrived at as follows: Lot 1 ineludes 
only index 17 (5 ships), 15 (2 ships), and 13 (2 ships) which require 2,445 basic 
work orders. Lot 2 requires 9,500 basic work orders and Lot 3 requires 9,500 
basic orders. Lot 4 up to date of August 31 requires 2,916 basic work orders 
making a total of 24,361 basic work orders. 

From the above figures the following basic-work orders can be deducted: Lot 
697 which is an all time run has a total of 143 basic-work orders. The basie-work 
orders which have been completed up to April 22 are 9,212. The priming parts 
which will be furnished by Chase Aircraft total 1,400, making a grand total to be 
deducted from the above figures of 10,755. This leaves a balance to be processed 
at Willow Run of 13,606 work orders. There are, through August 31, 91 working 
days—dividing 13,606 by 91 we get a total of 149.5 or in round figures 150 basic- 
work orders to complete per day on the C-123 program, Adding the basic-work 
orders on the C—123 of 150 per day to those of the C—119 of 158 a day, we come up 
with a total of 308 basic-work orders which must be completed by this facility 
in order to meet their scheduled requirements. It is therefore interesting to note, 
as pointed out previously in this report, that the record indicates that an average 
of 308 work orders per day were completed during the week of April 13, 1953. 

If the present realization of basic-work orders is maintained, it is, therefore, 
believed that this contractor can make its program schedules. 

The assembly of the first C—123 aircraft with supporting priming cards from 
Chase, West Trenton, has progressed beyond normal expectations. All parts 
have been excellent fits with no basic difficulties arising from this initial plane 
and with Chase Trenton supplying several sets of priming parts the production 
forecast looks favorable. As pointed out previously, the tooling required to 
support the C-123 program is in excellent condition and will assist materially in 
keeping the program on schedule. 


Mr. Henry J. Kaiser. This committee should not support the 
theory that newcomers in any industry should be excluded from 


participating in Government contracts. If this theory were to prevail, 
the country could not survive. 
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You may all remember the time when the Kaiser organization was 
excluded from participating at the start of the Government’s World 
War II shipbuilding program because it had never built ships before. 
Only the British were willing to award us a contract, for 30 Liberty 
ships. We performed this contract so successfully that we received 
contracts from the United States Government, under which we built 
1,490 ships, including more than 800 Liberty ships. 

Our performance and cost records on these 1,490 ships show they 
were built one-third below the average time taken by all other ship- 
builders, and one-fourth below the average cost of all other shipbuilders. 
These contracts, for the information of the committee, finally evolved 
as fixed-price contracts. 

It is very interesting to note that, in the shipbuilding program, the 
cost per ship on our first ships was higher than the cost of other ship- 
builders on comparable programs. This was the price paid for starting 
large production capacity. When this capacity was called upon for 
maximum output—as it was—it built rapidly and at low cost approxi- 
mately 25 percent of the entire merchant marine tonnage built in 
World War II. 

If another crisis comes, you may rest assured that the output of 
Kaiser-built ships in World War II will be surpassed by the output 
of Kaiser-built planes from Willow Run. 

Willow Run holds the same great potential for the defense of our 
country. Gentlemen, it is my responsibility and yours to see that 
this capacity is kept alive and available for immediate use in the 
time of need that may come at any moment. This is the time to 
build, not to destroy. 

The Cuarrman. Before we ask questions or get into anything 
further—— 

Senator Symineron. Mr. Chairman, may I interrupt? I have to 
leave soon for another hearing. Could I read into the record what 
I was talking about? 

The Cuarrman. Certainly. 

Senator Symineton. I think it is also fair to the Kaiser-Frazer 
interests that I do it. Mr. McCone said in his statement—he was 
the former Under Secretary of the Air Force for Procurement: 

Thank you, Mr. Chairman. I tried to be eminently fair in my remarks and I 
think, however, that I was perhaps too strong in a statement that appears on 
page 126 of the transcript of my testimony, in which I said: 

“When I was told about it’”—and this is referring to the Kaiser-Frazer acquisi- 
tion of the stock in the Chase Co.—“T said I felt it was a distinct violation of the 
commitments made to Secretary Finletter, General Vandenberg, and me.” 

I would like to amend that by saying that I thought that it was inconsistent 
with the spirit of the arrangements made with Secretary Finletter, General 
Vandenberg, and me. I do not like to have the record appear that the Kaiser 


Co. violated a commitment which might in effect be a violation of a contract or 
a moral obligation. 

Previously, in commenting on the same subject, I stated that this transaction 
“caused particular embarrassment because it put the Kaiser-Frazer Co. where 
they had a grip on two competitive articles and it also violated the spirit of the 
understanding of Mr. Boutelle and Mr. Kaiser’ that I just spoke of. 

I think that is a more temperate and proper wording and I would like to sub- 


stitute it if I may. 

I would like to put that in the record so that no injustice is cer- 
tainly intended on my part. 

Mr. Henry J. Karser. Thank you, Senator. 
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The CuarrMan. I would like to extend a courtesy, because he is 
attending other hearings, to Senator Beall, who has asked to say a 
word here because his name was referred to by one of the witnesses. 


STATEMENT OF HON J. GLENN BEALL, UNITED STATES SENATOR 
FROM THE STATE OF MARYLAND 


Senator Bratt. Thank you, Mr. Chairman. Since Mr. Henry 
Kaiser has commented on my recent letter to Secretary Talbott, 
| would like to correct any mistaken impression his remarks may have 
had on this committee. 

My letter to the Secretary of the Air Force was written after I 
had read the testimony given earlier to this committee. The testi- 
mony to my mind was conclusive and I therefore suggested that the 
Secretary terminate the contract for construction of C-119 air- 
craft at Willow Run. 

This letter and suggestion were at my own initiative and without 
the knowledge of Fairchild, until they read the statements in the 
newspapers. I regret the inferences of Mr. Kaiser’s remarks and 
feel that his statement should be promptly corrected. 

it is up to the Air Force to determine how many of the particular 
types of aircraft it needs—and frankly I do not care with whom 
they contract as long as costs are not extravags unt. 

However, when I see that the differential between two producers 
is as great as it is in this case, I think 1 would be derelict in my duty 
if I did not request prompt action by the Air Force. 

As a Marylander I am naturally interested in the economic well- 
being of our State and am most happy when our economy is strong 
and our people prosperous. Like all other Marylanders I am proud 
of the Fairchild aircraft plant in Hagerstown, which makes a great 
contribution to the general economic welfare of western Maryland. 

However, any inference of Mr. Henry Kaiser’s that my letter to 
Secretary Talbott was purely for the sake of favoring a Maryland 
contractor is completely erroneous. 

I repeat, the letter was written without prior knowledge of anyone 
at Fairchild, and the suggestion made solely in the interest of saving 
defense dollars. 

Thank you very much. 

Mr. Henry J. Katser. May I read a comment in answer to that? 

The CHarrRMAN. Yes. 

Mr. Henry J. Kaiser. The Air Force figures released by your 
committee yesterday serve to bring into sharp focus a comparison 
between our costs and Fairchild’s costs in early stages of producing 
a plane. From these figures the Fairchild price on a comparative 
basis with Willow Run produc tion can now be determined as $4,339,- 
000 per plane. 

The Air Force figures placed in the record yesterday by this com- 
mittee gives you and the American people an opportunity to make the 
first realistic comparison, 

The Air Force figures show that Fairchild received $1,867,000 each 
for the first 10 C-82’s it built at Hagerstown. The C-119 is the same 
neti type cargo plane as the C 82. but is approximately 40 percent 
leavier. 
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Adjusting the Air Force’s report on Fairchild’s actual cost for the 
increase in weight, the rise in manufacturing costs in the intervening 
years, Fairchild’s cost to produce the first 10 airplanes comparable to 
ee C-119, using Willow Run labor rates, would be $4,386,000 per 
plane. 

Taking the same Air Force figures for Fairchild’s cost for building 
the first 149 C-82’s and making the same adjustment for greater 
weight and inflation based on Willow Run labor rates, Fairchild’s 
price would average out at more than $900,000. This is the first 
time we have been able to get figures which are somewhere nearly 
comparable. 

It is obvious this places Willow Run in a very favorable perspec- 
tive, inasmuch as Willow Run’s cost of approximately $1,200,000 in- 
cludes the expense of operating a machine-tool capacity for turning 
out os planes a month, in a plant capable of producing 500 planes per 
month. 

Your committee thus can enable the public to understand from the 
Fairchild price record that the cost of planes is necessarily high at the 
starting-up stage of production. 

The CHarrman. Mr. Kaiser, this is your statement? You are 
not quoting any body there? 

Mr. Henry J. Kaiser. That is right. 

The Cuarrman. This is your own interpretation? 

Mr. Henry J. Katser. [ am quoting your committee’s record. 

The CHarrman. You are talking about not the C-119 but a previ- 
ously manufactured plane? 

Mr. Henry J. Katser. Of the same basic type, only lighter. 

The Cuarrman. Mr. Edgar Kaiser, I and the committee have at 
various times received various communications from Kaiser-Frazer 
workers and former workers and so forth about rackets. You referred 
to the rackets. Here isa letter that has just been received. 

I would like to read it and have you comment on it as to whether 
or not it is a fact. It is from a man by the name of Walter Bardell. 
He addresses it: 


Dear Sir: I hear on the radio that you are investigating the Kaiser-Frazer 
Co. Well, if you could come to Ypsilanti where you could see for yourself, then 
you would know why | am writing you this letter. 

I live right at the plant. We, my wife and family, and some company saw 
five of Kaiser plant protection men stealing from the company and putting the 
stuff over the fence to two State police, they were taking it away. 

I went and reported it to the State police sergeant, there was nothing done about 
it. He, the sergeant, told me to report it to the plant protection office. I did. 
When I came home my electricity was shut off, you see when they built the bomber 
plant, which is now Kaiser, the Detroit Edison Co. had to take their line out, so 
they wired my house to the plant, so when they shut off my power, I went to see 
Mr. Edgar Kaiser, and ask him to turn on the electricity again, for our drinking 
water, and toilet, and he said if you would have kept your damn mouth shut 
about what you saw, you would still have your lights. He said we know what 
is going on, we are insured for it. 

We saw every piece that was put over the fence and I would say there was 
about $300.00. ree hundred dollars worth. But the paper came out and said 
there was $11,000.00. Eleven thousand dollars. A good racket, worth investi- 
gating. If you come to my place, you can see for yourself. We were not mistaken 
as it is only 150 feet from our house. 

You can tell who a man is that far away, especially the State police, for we know 
them personally. I also told him, Kaiser, about the head man of his plant protec- 
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tion stealing. He would not believe it, but I think he knew it. About 2 months 
ago, Mr. Jacobs the head of plant protection was caught stealing new cars 2nd 
selling them to a Kaiser dealer from Pennsylvania for $1,100.00. Eleven hundred 
dollars apiece. 

Thank you, 

Sincerely yours, 
Water BaRDELL, 

2815 Ty_er Road, Yrsttant1, Micu. 

We have read many letters. This one just came in. What is 
your comment on that? Do you know the man? Have you ever 
talked with him? 

Mr. Ev@ar F. Kaiser. I have talked with this man, and most 
everybody in our community has talked with this gentleman. I 
would say he is not balanced. It would be an understatement. 

The CHarrMaNn. And that the statement he makes, you investi- 
gated and found it false? 

Mr. Epa@ar F. Karser. We have investigated. 

The Cuarrman. You found them false or true? 

Mr. Ene@ar F. Kaiser. Generally false. There is some indication— 
and I have no proof of this, to my knowledge—we may have it now— 
he was a part of one of these devices for getting parts out of the plant. 
What really disturbed me was when we fenced him off, so he could 
not get in. IJ am not sure of that. 

Yesterday we were asked to supply a number of things. We are 
working on them. I would like to clear, for the record, this question 
about our estimates that were submitted to the Air Force. I have here 
a tabulation which includes all of the estimates that we have presented 
to the Air Force and the dates on which they were presented for the 
C-119. 

| would like to file it for the record. 

The CuarrMan. They will be received for the file. 


Analysis of estimates submitted by Kaiser-Frazer on C—119 contract 

















Total divided 
Total by number 
| | planes 
tacit i cael ae 
March 31, 1951, informal prelim- | 176 Airplanes only; no rearrange- $152, 023, 000 863, 767 
inary estimate. ment, tooling. | | 
July 1951 estimate ............ jabs 200 Airplaimes._..........-- é | 145, 699, 000 728, 495 
Tooling. sien eendiaab ben i 13, 498, 000 
Plant rearrangement -- 1, 930, 000 | 
Portable tools een seat bd 1, 889, 000 | 
Perks — 
IO non. nenannct aol 163, 016, 000 | 815, 080 
Subcontracts profit _. we 371, 000 | 
Fee PEUES. 25 co cedecsiece. 11, 437, 000 
) a Be eee ---.| 174, 824,000 | 874, 120 
November 16, 1951 estimate pre- | 200 Airplanes * ital 137, 673, 000 | 688, 365 
sented. Special tooling 17, 898, 000 | 
Portable tools... ..- a 1, 683, 000 
Plant rearrangement. _- 2, 503, 000 | 
Subtotel...........-. | 159, 757,000 | 798, 785 
Subcontracts profit..__. | 384, 000 
Fe i etcnahodinwoss cal 11, 210, 000 
—— -- 
NOE 5 « cetnteikrouatinndias 171, 351, 000 | 856, 755 
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Analysis of estimates submitted by Kaiser-Frazer on C-119 contract—Continued 


| | 

| Total divided 
Total | by number 

| planes 


| 





November 16, 1951 estimate nego- | 200 Airplanes ih ie $137, 673, 000 | 688, 365 
tiated and agreed for inclusion in Special tooling... . : | 17, 117, 860 
contiact, | Portable tools - - 1, 683, 000 
| Plant rearrangement - 2, 508, 000 | 
Subtotal..................| 158, 976, 860 794, 884 
Engineering changes... sai 1, 103, 063 | 
| Clause 4 (b) items._........___| 1, 604, 329 | 
Fee prime | 7, 299, 412 | 
Subfee on re: irrangement__- — 111, 020 
j 169, 094, 684 1 845, 473 
July 22, 1953, estimate for 159 air- | 159 Airplanes__-_--- | 142, 671, 000 | 897, 301 
planes. Tooling -- 20, 064, 000 
Rearrangement 4, 842, 000 | 
Portable tools_ 1, 751, 000 
Subtotal 169, 328, 000 | 1, 064, 955 
Engineering changes -____....-.| 1, 103, 063 | 
Clause 4 items 1, 604, 329 
Fee exclusive of spares 6, 574, 412 | 
Total __. 178, 609, 804 21, 123, 332 
May 8, 1953, estimate submitted as | 159 Airplanes____ Bid in | 165, 875, 605 1, 043, 242 
required by contract provisions, Tooling. _. peel 19, 353, 892 | 
Rearrangement 2, 400, 333 
Portable tools... — 1, 793, 931 
Clause 4 no fee items 2, 038, 567 | 
Fn dtht dined die nck ah ahinnt 7, 062, 854 | 
Pet Se BS... 198, 525, 182 | 1, 248, 586 


1 Contract amount exclusive of spare parts. 
2? Amended contract amount exclusive of spare parts, 
3 Includes spares fee. 


Mr. Epvear F. Kartser. The next document: An inquiry was made 
concerning my testimony in a closed session of the Hébert committee. 
I would like to file our letter to that committee, and the information. 

(The document referred to is as follows:) 


JUNE 24, 1953. 
FIRST ESTIMATE FOR 200 C—119’s 


At page 455 of the transcript, Mr. Edgar Kaiser testified that the first estimate 
on the C model amounted on a per- plane basis to about $850,000. 

Mr. Anton stated that an estimate in March 1952 at a hearing before the Armed 
Services Committee of the House amounted to $688,000. 

The fact is that the $688,000 per-plane estimate referred to by Mr. Anton was 
for manufacturing cost only, and did not include plant rearrangement, tools, tol-_ 
ing, and fixed fee. The erroneous impression was left in the March 1952 hearings 
referred to by Mr. Anton (which were in executive session) that the $688,000 figure 
was the total cost, rather than merely manufacturing costs. However, by letter 
of April 19, 1952, "this was corrected to include costs other than manufacturing 
costs. A copy of the letter including this correction is attached. 

The corrected tabulations supplied to the House Armed Services “Committee 
shows a unit cost of $837,465, which corresponds to Mr. Edgar Kaiser’s approxi- 
mation of $850,000 at page 455 of the transcript. 

(The attached letter is as follows:) 


Aprit 19, 1952. 
Hon. F. Epwarp Hépert, 


Chairman, Special Subcommittee on Procurement, 
House Armed Services Committee, 
House Office Building, Washington, D. C. 
Dear Mr. Hésert: During the course of my testimony before the Special 
Subcommittee on Procurement on Monday, March 31, 1952, I was asked to furnish 
specific information, which I did not have with meat the time of the hearing. 
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The following is the information which was requested by the committee: 

1. Question: What is your investment in Willow Run? 

Answer: As of December 31, 1951, property, plant, and equipment, $57,054,- 
637.08, less depreciation of $19,198,059.50, leaving a net book value, as of Decem- 
ber 31, 1951, of $37,856,577.58. 

This total investment is at Willow Run only and does not include other divisions 
of Kaiser-Frazer not located at Willow Run and not chargeable to the Air Force 
under the airplane contracts. 

2. Question: What percent of that is chargeable to the Government on these 
planes? 

Answer: The total original investment at Willow Run of $57,054,637.08 
necludes $17,198,926.75 for buildings, building equipment, roads, and railroads at 
Willow Run. The latter amount only is considered by the Air Force as items that 
are of benefit to the aircraft operation. Buildings and building equipment are 
depreciated over a period of 33 years. Roads and sidings are depreciated over a 
period of 20 years. The actual depreciation on these items for the period April 
1951, through December 1951, amounted to $409,807.85, of which $166,218.06 was 
allocated to aircraft. The allocation was made on the basis of floor space occupied. 
rhe automotive operations occupied 59.44 percent of the total floor space during 
the April to December 1951 period. Aireraft operations occupied 40.56 percent. 
Projecting the above on a yearly basis, aircraft would be charged approximately 
$221,000 per year, or 1.29 percent of the total investment of $17,198,926.75. 

3. Question: Were the interest rates on borrowed money, either from private 
banks or the RFC, charged into the cost of the planes in making up our estimate? 

Answer: The estimated cost of the C—119 airplane does not include any interest 
payable by Kaiser-Frazer to banks or to RFC. 

4. Question: Can you give us a breakdown of all the items that go into the 
cost of these planes? 

Answer: There is attached herewith an estimate entitled “C-119 Airplane 
Estimate of Cost,” on which fixed fee was negotiated. You will note that this 
estimate is based on 200 planes, which was the original letter contract. The 
number has now been reduced to 159 airplanes. No revised estimate has as yet 
been prepared and negotiated with the Air Force. 

5. Question: Is Mr. §. D. Bechtel a stockholder in Kaiser-Frazer Corp.? 

Answer: According to the records of the transfer agent, neither Mr. 8. D. 
Bechtel nor Bechtel Corp. are now or have ever been stockholders in Kaiser- 
Frazer Corp. Certain members of Mr. Bechtel’s family, however, are shown as 
stockholders of record, in accordance with the dates listed on exhibit B attached 
herewith. Whether or not members of Mr. Bechtel’s family are currently stock- 
holders, we do not know, because the transfer agent’s record will not show current 
stockholders, pending check of the stockholders for annual meeting purposes. 

6. Question: What estimate have you given the Government for the cost of 
building the C-123 (Chase plane)? 

Answer: No estimate has been given the Government on the C-—123B and no 
final estimate has as yet been prepared, pending completion of detail drawings. 
Detail drawings will be completed this month, and estimates should be sub- 
mitted to the Government within the next 30 to 60 days. Tentative estimates 
indicate that the cost per plane will be materially less than our estimate of cost 
on the C-—119’s. 

I believe that the submission of this information completes the requests made 
by your committee. If you desire any further information, 1 should appreciate 
your advice. 

Very truly yours, 





Epcar F. Kaltser. 
Attachments. 
BC: Mr. Mike Miller, Mr. Walston 8. Brown, Mr. John Hallett, Mr. Steve 
Girard, Mr. Chad Calhoun, Mr. H. Walton Cloke. 
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C-119 airplane—Estimate of cost on which fixed fee was negotiated 
[Number of planes, 200] 














Per plane 200 planes 
On-site cost: 
Material and purchased parts, entire plane_...................--.-2..2-- $105, 000 $21, 000, 000 
eek Rare i twit eal ctanel Met chai ena 127, 700 25, 536, 000 
TR UN Sic, ace chance oe ehab en ee 282, 800 56, 571, 000 
Engineering aniaiehtbw candy erin eladiensn hae Siena nea Aoniaimsticetan aisles be tad 21, 200 4, 238, 000 
I Si. gee SL. cupid oicd. . de on baeeeeiieenesl o beccinesss.- 3, 300 654, 000 
I cs. tsnsneles ined tiiineulidned itietitiits eet ha ae 4, 300 861, 000 
Dmpeeneees: 5. 055. AS aaa A i oa 19) 544, 300 108, 860, 000 
Subboontanssens: Gore andtatiel) i ds iis «a snkb dich a na cattacs candi iceensii 144, 100 28, 813, 000 
Total manufacturing cost.....................-.-.----_-------- 688,400 | 137, 653, 000 
Plant rearrangement: 
an lie lee Bee chinchilla ee ae eel ee ee) 1, 600, 000 
fe ge ech TERI LE DBR REE TPIS 1. I 966, 000 
I be dnctinscr ttc brik bi nindcrnenthabtieesi Kaneekithhtect.iii,. dui 2, 566, 000 
en lie etal 
Portable tools: 
We PR ionk acc ddd bi bhdit ashi oo eas 129 8 Se oes 1, 000, 000 
POIs. 5 iin id sash nb wd e5KET idk «58S ceedae hs déuebindidi ntud cama dactdienl 731, 000 
SD etal Meet etek ta maces yuk dlls tenidige se mew diwali ee ae ee 1, 731, 000 
Tools, dies, jigs, and fixtures: : 
ee la tins opacity «qn nina Die iain he tl ee St 14, 000, 000 
Gener ccicensncccns sce lensed eee tnd aeons oan ee ee 4, 171, 000 
OUR, 53. ahhh i cite arse dawn cae ~shdivcecnach.dsadomid hbo sees 18, 171, 000 
REE ITAA DIT OED a Oe 22, 468, 000 
Fixed fee as negotiated: 
I cos rhb iis bw eahaticdn bn dsc eeRsebedsRads dddes dbks bieesines 30, 960 6, 192, 000 
isi irb. 5 da cindnct idglteUidang titi My achitnckiitaas Raitt Dens Rieae 1, 160, 000 
Wea Sotnde a chaeiids. SUL, HAUG A IE. Be ik ab da Pt Bl 7, 352, 000 





Note.—Direct labor on site based on average of 3.2 man-hours per pound for 200 airplanes and 70 percent 
of direct man-hours to be on-site. Average direct labor rate $1.90 per hour. 


Kaiser-Frazer Corp.—Common-stock ownership as of Apr. 15, 1952 











7 Certificates issued | Number 
Name and address of record Date ! certificate No.2 | of shares Balance 

Barbara Bechtel (daughter of 8. D. Bechtel, Sr.,) | Dee. 12, 1950 N129772 100 100 
care of American Trust Co., Trust Department, 
A-4373, 464 California St., San Francisco, Calif. 

Elizabeth Hogan Bechtel (wife of Stephen D. | Dec. 12, 1950 N129760 100 100 
—— Jr.,) 155 Sansome St., San Francisco, 

Calif. 

Stephen D. Bechtel, Jr. (son of S. D. Bechtel, Sr.,) | July 24,1950 | N120314/N120333 Te Donita ene 
care of American Trust Co., Trust Department, | Mar. 30, 1951 $25873/6 ae Yadke..>--- 
A-4875, 454 California St., San Francisco, Calif. | Apr. 13,1951 | N136962/N136977 1, 600 4, 000 

8. D. Bechtel, trustee for Lauren Bechtel | Dec. 19,1950 825442 100 100 
(daughter of S. D. Bechtel, Jr., and Elizabeth 
Hogan Bechtel, granddaughter of 8. D. Bechtel, 

Sr.,) 155 Sansome St., San Francisco, Calif. 
8. D. Bechtel, trustee for Shana Bechtel (daughter Dec. 12, 1950 825406 100 100 


of 8. D. Bechtel, Jr., and Elizabeth Hogan 

Bechtel, granddaughter of S. D. Bechtel, Sr.), 

155 Sansome St., San Francisco, Calif. 
1 | 





1 Date given is that on which certificate(s) were actually issued by the transfer agent or cotransfer agent 
for the corporation’s stock. The date of the transaction might be the same; however, this is very doubtful. 
The actual transaction (on 1 of the exchanges on which the corporation’s stock is listed) probably took place 
3 or more days prior to the date of issuance of the certificate(s) listed. 

2 Letter “‘N” used as a prefix to stock certificate number indicates that certificate was used by Manu- 
facturers Trust Co., New York, N. Y., the main transfer agent of the corporation’s stock. Letter “‘S” used 
as a prefix indicates that certificate was issued by Bank of America N. T. & 8. A., San Francisco, Calif., a 
cotransfer agent of the corporation’s stock. 
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Mr. Epear F. Kaiser. Could I proceed at this time to the two 
questions that were summed up by Senator Duff at the close of the 
hearing? 

The CHarrMAN. You may. 

Mr. Epe@ar F. Kaiser. If I recall it correctly, from the record, 
Senator Duff, you said that you thought the information requested 
by Senator Byrd should be presented, and should be substantiated. 

Senator Durr. Yes, sir. He asked some questions that it seemed 
to me we should have specific data on. 

Mr. Epe@ar F. Kaiser. We prepared one method of explaining a 
learning curve. 

Senator Durr. I would prefer, however, as far as that particular 
phase of the thing is concerned, that it be discussed when Senator 
Byrd is here. He would be able to determine whether or not the data 
was satisfactory from his understanding of the question. 

Mr. Epa@ar F. Kaiser. I would suggest then that I merely file this 
explanation for the record, If Senator Byrd returns I will be glad to 
liscuss it at that time. 

The Cuarrman. All right. It may be filed. 

(The document referred to is as follows:) 


EXPLANATION OF “LEARNING CURVE” 


1. Learning is repeating the same process until one becomes proficient. It is a 
progressive thing. In airplane manufacture likewise, learning is a progessive 
thing, and is a function of the number of units—that is, the number of times the 
process is repeated. 

2. Historical experience in the airframe industry has indicated that the direct 
labor hours required to produce a unit of an airframe model decline as the number 
of units produced increases. 

3. Because labor is such a large percentage of aircraft cost, the total airframe 
costs normally decline in a constant relationship with labor progress. 

4. It has been found that this decline in unit labor costs in the production of 
aircraft follows an 80 percent “learning curve.’”’ This means that each time the 
quantity of planes produced is doubled, the cumulative average unit labor cost 
will be 80 percent of the quantity that was doubled, Thus, if the first 100 planes 
were produced at a labor cost of 1,000 hours each, the average labor cost for the 
first 200 planes would be 800 hours each, the average labor cost for the first 400 
planes would be 640 hours each, et cetera. 

5. The important fact to note about the “learning curve’’ is that the decrease 
in unit labor cost is a function of the number of units produced, not of the length 
of time a producer is in the business. 

6. It is this fact that renders any comparison between costs of producers at 
different points of their learning curves (such as K—F at 71.4 units with Fairchild 
at 800 units) completely misleading and unfair. 

Mr. Evaar F. Katser. Your second question was an explanation 
and a substantiation of whether or not, if we built 800 C—119’s com- 
parable to the number of planes that Fairchild had built, was there 
any evidence to indicate that we would be able to do what we said we 
could do, which is to match that cost, or do better than they. 

We prepared last night a chart which I would like to show. We 
have the substantiating data. It is in pencil form. It is quite 
complicated and quite lengthy. I would like to file that with the 
committee as soon as we have completed the backup information 
which will substantiate this chart. This chart is prepared on a dollar 
basis, not on a man-hour basis, so that it covers both direct and 
indirect. 


’ 
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This is the one, just as a reference point, that we reviewed yesterday 
that is on direct man-hours only. I just bring it out at this time 
to evidence to the committee that the direct man-hours are following 
the industry curve. This shows our point on direct man-hours only 
with respect to cargo planes. 

Me. Anton. This is based on the learning curve on man-hours? 

Mr. Epe@ar F. Karser. Direct man-hours. 

Mr. Anron. In other words, you segregated the indirect out of 
your total labor hours and are using only direct labor hours? 

Mr. Epear F. Karser. Let me clear this. The gray lines represent 
information from the Air Force source books and they are directs and 
do not include indirects. That is correct. 

Likewise, this is on a comparable basis. 

Mr. Anron. What were the man-hours at the first point where 
you start that yellow line? 

Mr. Epa@ar F. Kaiser. At this point? 

Mr. Anron. Yes. How many man-hours? 

Mr. Epear F. Kaiser. The direct man-hours? 

Mr. Anton. Yes. : 

Mr. Epear F. Kaiser. Approximately a little under 5 pounds per 
man-hour. 

Mr. Anton. What is the total—— 

Mr. Epa@ar F. Katser. Man-hours per pound, excuse me. 

Mr. Anton. What are the total man-hours at that time? 

Mr. EpeGar F. Katser. This chart doesn’t give that information. 

Mr. Anton. What sort of a chart is it? Will you explain that 
again to the committee? 

Mr. Epe@ar F. Kaiser. Yes, I will. These represent pounds per 
man-hour. These represent numbers of aircraft. It is a logarithmic 
chart. 

Mr. Anton. What does that point represent when the dip starts? 

Mr. Epa@ar F. Katser. This point represents the number of pounds 
per man-hour that we were doing at a certain stage of number of 
planes of completion. 

Mr. Anton. What were the number of planes at that point? 

Mr. Epaar F. Kaiser. They keep correcting me about man-hours 
per pound. Apparently I say it in reverse. 

Mr. Anron. What was the number of planes at that point that 
you had completed? 

Mr. Epear F. Katser. Forty-six. 

Mr. Anon. And it was still 5 man-hours per pound? 

Mr. Epear F. Kaiser. You have to look at this curve based on 
averages. As you know, Mr. Anton, they were not kept on a per 
plane basis. They are kept in block numbers and a part in lot 
numbers. 

Mr. Anon. I understand that. 
hours per pound. 

Mr. EnaGar F. Kaiser. No; it is a little down. 

Mr. Anron. What is it? 

Mr. Epear F. Kaiser. The chart is too large. 
exactly. But there is that point there, which is lower than this. 

Mr. Anton. I see the figure four is quite a bit below that. You 
started out with five. That line is running straight across. It looks 
as though it is still five. 


At that point it is still 5 man- 


You can’t tell’ 
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Mr. Epe@ar F. Kaiser. Allright. It is very close to it. Will that 
suffice? 

Mr. Anton. Now you have a dip and it says “‘estimated.”’ 

Mr. Epnegar F. Kaiser. No. At this point here, this is your 71. 
This represents a downward curve and probably shows a block 
number break. 

Mr. Anton. At 71, what were the man-hours per pound? 

Mr. Epa@ar F. Kaiser. A little under four. 

Mr. Anron. Have you got any other indication up to this date? 
Have you comple ‘ted more than 71? 

Mr. Epear F. Kaiser. As of May 31, the estimate is about 3.3 
man-hours per pound. 

Mr. Anton. How many planes does that represent? 

Mr. Enear F. Kaiser. About 80, equivalent. This chart is a 
dollar chart, which after all, as Senator Duff said, really is the interest 
of the committee. This shows the dollars per plane and demon- 
strates—as on a cumulative basis. We are about at this point right 
here now. The statement that I made, this does one thing. It 
shows you that the dollars per plane are coming down as we build 
these C-119s. This is our estimate. 

The Cuarrman. Mr. Rhodes? 

Mr. Ruoprs. While you have that chart there could you clarify a 
point that Mr. Henry Kaiser made and compute the cost of your 
first 10 planes using the same yardstick that he was using in discussing, 
I believe, the cost of the first 10 Fairchild planes? 

Mr. Epnear F. Kaiser. Yes. 

Mr. Ruoprs. What did your first 10 units cost, using the same 
type of measuring on that chart? 

Mr. Enaar F. Kaiser. We can’t break it on that lot number. In 
other words, what he just said was converting what he previously 
testified to here, that the first C-82, converted for inflation, et cetera, 
using Willow Run labor rates, according to our calculations, was 
$4,300,000-something. In the information—I would like to point 
this out here—that you brought out yesterday as Air Force infor- 
mation, Fairchild made the computation themselves in there, and 
they figured, as I recall it, about $3,300,000. 

They use a different conversion. It is a matter of the estimator’s 
opinion. 

Mr. Ruoprs. But behind you you had the same experience that 
they have had. 

Mr. Enaar F. Karsnr. No. 

Mr. Ruopes. You had figures to go back to which showed your 
costs at some point along the line that you ought to be able to break 
down and show what your first 10 would cost, or the same number. 
On the same basis can you give us an estimate for the record? This 
is a good point. 

Mr. Enaar F. Katser. We will find out if we can. 

Mr. Ruopsgs. I think this is a good point. You were pretty 
specific on the other. I think you could at least rough in an estimate 
here. 

(The statement referred to follows:) 
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Cost of Lot No. 1, 14 C-119 airplanes, Kaiser Manufacturing Corp.! 














Amount Unit 
Recurring costs: 
Production material $1, 496,000 |_............. 
Direct labor. pchisidiannitl .-< Lamassiditiiasas Spimetdtiiias-iniietlenbida cial 3, 859, 090 |.---.-.------- 
I a rere lacie iin teeta ‘ 10, 556,000 |.............. 
Seeemanhines Gunna Nk 5 ook... 5. Sgn cdcn ctbaluueJedecicase EGR Sulodect wavubince 


General and administrative expense lll SN i ad ia hil ; f 865, 000 














a, hmnaipintmalniaiaedeeaiibe otgita it -| 243,000 |-____.__- ane 
Portable tools and equipment. __- iabcedinn dbdlebetilh, pinkie hd oe lida. di TEP. dh occdebiece 
Subcontractors cost- wh vet 4, 422,000 |___. oo 
De ce OIE siiisithctibn > o cchtn Gatien acne seins tei 23, 410, 000 $1, 672, 000 
———S— = 
Nonrecurring costs as of Nov. 30, 1952: 
Plant rearrangement 933, 000 


Partial occupancy costs--..- 


jaan atthe 2,017,000 |_. 
tai alee de seb ckis eden open P 


33 Sans 








Subtotal, nonrecurring costs_--. -- 








Preproduction expense for Ist 39 plunes —— Oct, 31, 1952: 














NS ik als li ih adends deb —wonghidcabise-ecgaeindss VB TIGA vgn peqdees-- 
ee eS eaceien SEE Tek dtasnseunee 
Home office expense__._....___.... | eer ee 
Portable tools and equipment_-_..............--.--- 1. ee i... 
Subtotal, preproduction expense (39 planes) ..................-...---- “18, 623, 000 | Nit ca 
Subtotal, preproduction expense (14 planes) (14/39ths of $18,623) ______- 6, 692, 000 478, 000 
Priming parts (cost to Government) ..-._........-.-.-------.-.,------------- 1, 633, 000 117, 000 
Nh ER, RE Ret 579, 000 41, 000 
i eRe aoc ete 48, 209, 000 3, 443. 000 
Alternate if all preproduction expense is applied to Ist 14 airplanes______._.- 60, 140, 000 | 4, 295, 000 











1 See appendix H for Kaiser estimate of Fairchild costs. 


Mr. Enaar F. Kaiser. What you are trying to do is get me in a 
spot here. I was specific on the others because I quoted Air Force 
figures which you people submitted at this hearing yesterday. What 
you are doing, while I am in the middle of trying to explain this 
chart, is you are trying to show that our first airplane, compared with 
the adjusted figures of Fairchild, cost more than Fairchild’s did after 
they are adjusted. Is that right? 

Mr. Ruopgs. No. 

Mr. Epvear F. Kaiser. Well, they did. We say that the reason 
for that, two fundamental reasons for that, since you want to go into 
it, are these: One, that we are operating in a plant that has machine- 
tool capacity and space to build about 93 a month, and we are running 
at a rate right now of around 10 a month. 

There is a different situation when you have a large area with large 
tool capacity, building a limited number of planes, as against one that 
is building up on the acceleration. 

Secondly, when you are not developing your own information— 
don’t get a misunderstanding of what we are saying about Fairchild 
in here—this a normal situation in my opinion. We only had one 
thing that was really abnormal: Fairchilds were just unhappy because 
we were in the program. But I don’t think you can go into any air- 
craft manufacturer’s plant and find their drawings up to date either 
as to the airplanes or the tools. 

It is a pretty broad statement, but I think it is true. It is a 
problem really if we had been working together that both of us faced. 

Mr. Ruopes. We are off the point. 

Mr. Epear F. Katser. No; we are not off the point. 
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Mr. Ruopes. Hear me out. What you are saying is that you come 
here with a chart which purports to show your experience on a unit- 
cost basis up to 159 planes. 

Mr. Epa@ar F. Karser. No. On a cumulative basis. 

Mr. Ruopes. Well, cumulative basis. 

Mr. Ene@ar F. Karssr. That is a lot different than unit. 

Mr. Ruopes. All right. You have to, somewhere along the line, 
do a matter of simple arithmetic and you should be able to prove out 
what it costs. We have done it. 

Mr. Epnear I. Kaiser, Right. An equivalent. 

Mr. Ruopes. You do not base your figures in the same way that 
others do so that you cannot tell what the first five costs would actu- 
ally be? 

Mr. Eve@ar F. Kaiser. No; we are not saying that; you say that 
you have done it. I have got to say again, the way you did it was to 
take it at a break point here, say 71.4, as was done, and charge all the 
preproduction, all the tooling. Will you admit that was wrong? 

Mr. Ruopes. No; I want to go into that. If we scaled off the 
preproduction cost now—just for the sake of the record and for fair- 
ness, let us scale off the preproduction costs 

Mr. Eve@ar F. Karser. No. 

Mr. Ruopes. You are asking me to do this. 

Mr. Evear F. Katser. You want me to answer your questions. 
Will you not answer mine? 

Mr. Ruopes. Let me get into the point of the 71.4 planes. 

Mr. En@ar F. Kaiser. No; because what you are going to say—I 
am anticipating your question, I will admit that, I know what it is: 
Take out all the tooling, all the preproduction, and are you not still 
higher than Fairchild? 

That is what you are going to say. 

Mr. Ruopxs. You are asking the question? Do you want me to 
answer it? 

Mr. Epa@ar F. Katser. I already told you “Yes.”’ The question 
is the degree, and the question is what are the circumstances, and are 
we doing a good job under those circumstances, or weren’t we. What 
we are fussing about is that you have just been whipping us to date. 
You are saying that we are poor managers, inefficient. And you took 
no cognizance “whatsoever of the situation. And you are stil] fighting 
me on it. 

Mr. Ruopes. You are charging us with unfairness. We say scale 
them off. 

Mr. Epaar F. Karser. It is unfair because you don’t give the facts. 

Mr. Ruopgs. We scale off all of these things and you say we are 
still unfair. 

Mr. Epva@ar F. Kaiser. You can take anybody’s operation and teat 
it apart, and you have been tearing us apart. You obviously did not 
put anything that was good in the record. That is what we are 
fussing about. 

Mr. Ruoprs. We put in the whole report. 

Mr. Enaar F. Kaisur. I do not want to fight with Senator Bridges. 
Let us be honest about it. He is the chairman of the Appropriations 
Committee. He works with the Air Force. Do I want to pick a 
fight with him? Ido not. But I am in a situation of defending my 
employees and defending the work I am doing. 
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Mr. Ruopgs. Mr. Kaiser, we are in a position of trying to grant 
everything that you say has been a deterrent. We put, in the 
interest——— 

Mr. Epear F. Katser. Not everything, but it certainly has come 
off that way. 

Mr. Ruopes. I was trying to get at it with you this minute and 
you say it is still not fair, 

Mr. Epear F. Katser. I am trying to get through-with this chart. 

Mr. Ruopes. I think we haven’t gotten very far, but go ahead. 

Mr. Epear F. Katser. What I am trying to point out is that we 
are at this point on this curve and these are dollar figures. In answer 
to Senator Duff’s question, we cannot prove it to you, Senator. We 
can only say this is our trend so far, and that if we keep on that curve, 
at the 800th airplane our cumulative cost for those 800 airplanes 
will be about $350,000 for all the 800 airplanes. But the planes 
that are being built at that point from 820 to 1,071, will have an 
average cost of $253,000 each, whereas the Fairchild planes, adjusted 
for our labor rates—no, without the adjustment—are stated to be— 
and I do not dispute that—$265,000 each. If you adjust them for 
our labor rates, it is $291,000. We will give you all the computa- 
tions, all the supporting data as to how we arrived at it, and give 
the breakdown that you want based on our breakdown of costs to 
support it. We will furnish that to this committee. 

Mr. Anton. Does that beginning point at the chart where it is 
over $2 million, represent the first plane? 

Mr. Epaar F. Kaiser. May I have Mr. Miller, who prepared 
this chart—— 

Mr. Anton. I do not think it is necessary. 

Mr. Epear F. Kaiser. He is an officer of the company. 
business to do this estimating. 

The Cuarrman. We will swear Mr. Miller in. You may call him. 

Do you solemnly swear that the testimony you are to give is the 
truth, the whole truth, and nothing but the truth, so help you God? 

Mr. Miuter. I do. 

The CuarrMan. Your full name is what? 

Mr. Miuier. Michael Miller. 

The Cuatrman. And your title with the company? 

Mr. Miuier. Executive vice president. 

The CuatRMAN. You may proceed. 


It is his 


TESTIMONY OF MICHAEL MILLER, EXECUTIVE VICE PRESIDENT, 
KAISER MOTORS CORP. 


Mr. Anton. The question that the committee is interested in is 
where that chart starts, I believe it is a little over $2 million. What 
is the accurate figure there that you start out with? 

Mr. Miuier. The chart starts out with 39 equivalent airplanes. 

Mr. Anton. That is not the first plane? 

Mr. Miuter. No. That is right. 


Mr. Anton. What did you include in the cost to arrive at that 
unit cost of a little over $2 million for the 39th plane? 

Mr. Miiier. That includes all the actual preproduction expense; 
in other words, all the labor, all the burden, all the overhead that 
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had been spent up to that point; the tooling and the plant rearrange- 
ment is distributed equally over the 159 airplanes. 

Mr. Anton. The total incurred costs at that time is included? 

Mr. Miuuer. With the exception of tooling, plant rearrangement. 

Mr. Anton. How much was the tooling? 

Mr. Mixier. The tooling at that point in dollars? 

Mr. Anton. Yes. 

Mr. Mitier. About $18 million. I would have to check that. 

Mr. Anton. What was the cost of plant rearrangement at that 
point? 

Mr. Mituer. With the nonfee items, in the neighborhood of four 
or five million dollars, as I recall it. 

Mr. Anton. Was the fee included? 

Mr. Miter. Yes. 

Mr. Anton. In that figure? 

Mr. Miuumr. Yes. 

Mr. Anton. So you have 18 plus 4 or $22 million not included. 
Is it your impression that the Fairchild Corp. excluded its tooling and 
plant rearrangement, or is including it in your comparison? 

Mr. Miuxer. I do not know about plant rearrangement. The 
Fairchild figures published in the record did write off a large block of 
tooling on the first 10 airplanes. A much larger block than on subse- 
quent airplanes. 

Mr. Anton. Do you think if you included that $22 million at that 
point that it would increase your figure of $1,247,000? 

Mr. Miturr. No. All that is—— 

Mr. Anron. What did you write it off to? It is part of the Govern- 
ment contract. 

Mr. Mier. It is written off on 159 airplanes, 

Mr. Anron. What did you write if off to? 

Mr. Miuuer. On an average of 159 airplanes. 

Mr. Epear F. Katser. He did not understand your question. 
Mike, is it or is it not included in the costs? 

Mr. Mituer. It is included in the total cost of $1,240,000. 

Mr. Anton. You expressed it over 159 planes? 

Mr. Miutier. Yes. There is an increment of 159 of that at this 
point. 

The CuarrMan. Where does the line start leveling off? 

Mr. Mituer. The learner curve never levels off theoretically. 

The CuHarrMan. So in that case it will get down to nothing. 

Mr. Mitter. No. The experience we have on learning curves, 
they never exactly level off. The slope will flatten out in time. 

Mr. Epaar F. Karser. Is it true that, generally speaking on high- 
volume programs, the learning curve lev els out at the 800th bracket 
to the 1,000th bracket. 

Mr. Mituer. Somewhere in that vicinity. 

Senator Durr. We ought to have prepared by the Air Force itself, 
taking both these data charts together, their interpretation of them 
for our benefit, to a final conclusion. 

The CHarrMAN. We will request the Air Force to do that. 

(Documents referred to are as follows:) 
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DEPARTMENT OF THE AIR ForcE, 
Washington, July 2, 1958. 


MEMORANDUM YOR MR. JAMES ANTON, INVESTIGATING STAFF, SENATE ARMED 
SERVICES COMMITTEE 


I enclose herewith the charts and other information which was prepared as 
requested by Senator Duff. You will note that in adjusting C-82 prices a factor 
is used to reflect price-index increases since the C—82 preduction period and an- 
other factor is used to adjust Fairchild’s early C-119 prices for the same purpose. 


These factors were derived from the Bureau of Labor Statistics indices which were 
inserted in the record during the hearings. 


Joun L. HowLAnp, 
Associate General Counsel (Procurement). 
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Actual and USAF estimates for procurement of successive increments of C-119 
aircraft from Fairchild Aircraft Corp. 








I! — >. = 
Direct labor eknciehe ket. sal $105, 426 $59, 109 | 
Manufacturing overhead__- Seitininintion 172, 788 82, 895 | 
Production material a 2 112, 680 119, 085 | 
Subcontracts Fe deadael 70, 309 | 14, 411 | 
Engineering and flight test_. ‘ : | 37, 145 | 22, 522 
Tooling cavieal . . aaa diis oat 96, 949 | 20, 186 
Preproduction expense 2, 788 | 212 
General and administrative ine = 29, 581 16, 115 
PONG 6 <diecein sd nan . a scacnbudabe al 53, 881 | 31, 636 
Selling price. __- * . ia dah cadet 681, 550 | 366, 171 265, 067 


! Schedule I represents the actual incurred costs for 219 C-82 airplanes converted to C-119 equivalents 
(169) by an airframe weight ratio (1.3:1) and adjusted upward by a factor of 1.35 to reflect price index increases 
since the C-82 production period. 

? Schedule I is the actual cost incurred for 412 C-119 B and C and R4Q-1 airplanes following the C-82’s 
adjusted upward by a factor of 1.2 to reflect price index increases since the performance of this contract. 

* Schedule III is the redetermined price of the 440 C-119 F and G and R4Q-2 airplanes now on contract 
from Fairchild. No price index adjustment is made since the period of performance is approximately 
parallel to the Kaiser Motors contract for 159 airplanes. 


USAF cost estimates for procurement of successive increments of C-119 aircraft from 
Kaiser Motors, Inc. 














Al | B23 | C3 | Dé 
Direct labor §._._-._......-..-- a --------| $146,735 | $73,800} $53, 300 $44, 075 
Manufacturing overhead *_____ het ba teas ise 498, 644 | 166, 050 106, 600 77, 130 
Production material 7_- ; 5 Anite Catala 90, 371 | 105, 000 | 102, 000 102, 000 
Subcontraets §._____ ; 227,596 | 130, 000 100, 000 85, 000 
Engineering *___.__- boils ; Jima 29, 534 | 11, 070 | 5, 330 4, 400 
Tooling itn ‘ ee ontins anwlbamial 121, 723 | 17, 380 3, 730 3, 085 
Preproduction expense !! ‘ wstindiitel 39, 200 | 0 0 0 
General and administrative !_______ a 50, 363 | 20, 130 | 14, 840 12, 630 
Pro@t (hee)... ......22. pinta ovata Ree 44, 420 | 41, 875 | 30, 865 26, 265 
QR EG icine dete denatnng ne | 1,248,586 | 565, 305 416, 665 | 354, 585 
| 
I, GENERAL NOTES 
(a) Costs estimated above are based on the following assumed schedule: 

January. _. - Sas . i initiates wis intinan ass diel one igliaiaeaieas ahnnne aahine -- (*) 
FN tatninc mn cecnp cau bacpwellnpdiarecuuistablankuoinc..sslibagwey<co dare oo... (9) 
March ti ch el j ea cae in dthinn aos Ser 6 deine inine'e ain jaaaeldea edie a (« 
DEOE. cccke cies cme screcdcnsnwnccoeccens Sdiinteodnnsocacccnssssenccentquhiieebaebielabeense (s 
May Soe Sterne nee ecnhensbennPetessonmbenmeacseesuduecs oocoasenebenneundialidbaces« (2) 

DE drdatiddaked dash ecko ail dhtguae Coad obiabddtate Sa . cwanesindiessdte 2 . (¢ 
1953—July eee es nan ho iabehaetahhateh dna sinbih-ann maim dake dbeieliniseencsdeliaedediedion kc ecole 8 
August SiS Seino dep Wa. Dec eSSE ECE ek ei cawNee Sede ccee Rss teueseNeseenccd SeGuannbbeentbecces 8 
September-_ . oe ge nw cence ene c ccc weneeceseasecosesessasnessoccewsoecnss oa, 9 
October............ wi bjanbinns tide s Jckecetus Jé6oeCudgtdenehdebanemeascundg. 10 
I ricinencedppamb sinnhnemnq<mnion a siteiinlbipsicing ae ea i ee il 
December Rabb sane dnums comesephdtmetsiemhen>s +<Shuhibwen cdubbhads subs aubmeeeeiiebneccedce 12 
BOGE «6. n'n40cs rage nate acted MAMMA onin winked lb whaniedcc.c x sdpee ite, os cue. 13 
February - --_- ep VOR Peers cash E heb canes cups cen nnbighunsévarksektdwkiscdastedliitianmeso- 14 
ERG odin. snake Spaces ona d ins dane peli apimminnsnn cody uedenaini nt... & 16 
RON Lg. cepa cth pen aad wld wit ede bat ia ee ee. ows 159 
Aged, ....:......-... <<a) weenie sana atian Guava Gua at PUNGENT | 18 
Gore ee on oman ene daghatnghinntt geet diada tin leit inal te Die Re eee es 20 
NR a wvclinracnne nt Vipin es caida nips meniewiptiban~ siftinr <thpageuspiintss dake ee LT «Doo os 22 
July. intnccenphdorenrs a Saisie IerteewORonhHeny KEENE edknecccEbabbbuce sucbhednhooibs 24 
ABO nc non acondpbeudshivtes svcd desabedbeosdsdue.. or diishse= ainrintth thsi tllegionee exiaein nearlaaelanee 27 
September............ SLES CUE g CRE ee 8SS CSE ERESS DeonechSesbe ethos dhee uaeebensdieisd dente béueks 30 
a ee Up ddmbntenactibunpanks ound theds Gun cckiibenndigan dikdah ae Deda amid 33 
November Sdsbe ce bhedendphepabintageteaiigubicaapepti ei ttinktntidicss OB 
EIN ices tn scacceetbeanescenieienemicietes tener eriaaiinaeennintetonen tag ninniathinientiienininainnninteiiiaciniainaline diated dated, 38 
het cacke peeennei Geo fpeanens-eutesalbineitellipaba damelisintetniedcnbtpake dipthaiabiim nce aedas tem baed adeno 248 
a —— | 


See footnotes at end of table, p. 367. 





USAF cost_es 


1955—January 
February - 
March--- 
April. --- 
May.------ 
June..---- 
July ------ 
August 
September 
October 
November 
December 


Tot 


1956—January 
February 
March 
April. .-- 
May.---- 
June..-- 
July -.- 
August. 
Septemb 
October 
Novemb 
Decemb 


Te 
¢ 58 A/C pris 


(b) Current 
(c) Direct |: 
labor-progress 


1 Schedule 
then current 
2 Schedule 
first 159 in p 
sideration giv 
3 Schedule 
4 Schedule 
$ Direct la! 
(a) St 
0b) 8 
(c) § 
(d) 8 
6 Manufac 
(a) § 
(b) § 
(c) § 
(d) § 
7 Producti 
under techn 
material cos 
purchased | 
§ Reducti 
9 Sustaini 

a 

(b) 

(c) 
(a) 
10 Tooling 
(a) 
(b) 


i) 

1 Includ 
(a) 

(6) 

(¢ 

u G and 

4 percent 
3 Fee is 
cent profit 








AIRCRAFT PROCUREMENT 367 


USAF cost_estimates for procurement of successive increments of C—119 aircraft from 
Kaiser Motors, Inc.—Continued 


I. GENERAL NOTES—Continued 


1955—January - -. Ob ddudeisnbeied oe Pidiitndennees ‘ts a 4 J % . 40 
February = = —_ es an a lial . 40 
March 40 
A pril ‘ ‘ ‘ . 40 
May . i ae 
June on ‘ = peddle) BS 
July -. ; : se 40 
August . . 40 
September . it ane be aavee 40 
October 2 a a 4 : Oy 
November ‘ cue .. 40 
December ‘ . 40 

Total.-- > i a eee onde aatan 480 
1956—January . ldelowes 4 eatiiiidiek Ceibiattoce is Ve 
February - od sent i 40 
March i ; = ; . 40 
April... . = mat ‘ wiwaws a 40 
May : cue =e 40 
June... ‘ — ba boda — aad boa o 40 
July . ‘ ew" . 40 
August ne . . io 40 
September - . Sodes - ° . . 40 
October ‘ . 40 
November 2 J 40 
December 7 ‘ 5 , . . “ 40) 
Total. a ‘ Cat cew — 


¢ 58 A/C prior to July 1953, 


(b) Current percentage (30 percent) of subcontracting maintained. 


(c) Direct labor man-hours for the various increments of airplanes are established from the attached 
labor-progress curve, labeled “exhibit I.” 


II, SPECIFIC NOTES (AS INDICATED IN COST BREAKDOWN) 


1 Schedule A is the breakdown of costs submitted to AMC by Kaiser Motors on May 8, 1953, as their 
then current estimate of the cost of the 159 airplanes on contract 
2 Schedule B is the USAF estimate of the unit cost of 248 additional aircraft immediately following the 
first 159 in production for delivery in accordance with the schedule in general note a, above. (No con- 
sideration given to the practicality of reorder lead time.) 
3 Schedule C is the USAF estimate of the unit cost of 480 airplanes following those priced in schedule B. 
4 Schedule D is the USAF estimate of the unit cost of 480 airplanes following those priced in schedule C. 
§ Direct labor costs estimated as follows: 
(a) Schedule A—Kaiser Motors current estimate. 
(b) Schedule B—Increment average of 36,900 on-site manhours per unit, at $2.05. 
(c) Schedule C—Increment average of 26,000 on-site manhours per unit, at $2.05. 
(d) Schedule D—Increment average of 21,500 on-site manhours per unit, at $2.05. 
Manufacturing overhead estimated as follows: 
(a) Schedule A—Kaiser Motors estimate (341 percent). 
(b) Schedule B—225 percent of direct labor dollars. 
(c) Schedule C—200 percent of direct labor dollars. 
(d) Schedule D—175 percent of direct labor dollars. 
Production material for schedule A is actual and does not include priming parts and assemblies furnished 
under technical assistance agreement for first 30 airplanes. Schedules B, C, and D use Fairchild’s current 
material costs, except that scrap allowance is made higher for schedule B only. This is raw material and 
purchased parts. 
§ Reduction in subcontractor costs accomplished at approximately same rates as on-site recurring costs 
* Sustaining engineering costs estimated as follows: 
(a) Schedule A—Kaiser Motors estimate (20 percent). 
(6) Schedule B—15 percent of direct Jabor dollars. 
(c) Schedule C—10 percent of direct labor dollars. 
(4) Schedule D—10 percent of direct labor dollars. 
1° Tooling costs estimated as follows: 
(a) Schedule A—Incurred costs for first 159 airplanes for 22 plus per month tooling. 
(6) Schedule B—Allows $10,000 per airplane for additional tooling to get to 40 aircraft per month 
rate plus 10 percent of direct labor dollars for tool maintenance 
(c) Schedules C and D—7 percent of direct labor dollars for tool maintenance. 
i Includes expense already incurred for: 
(a) Plant rearrangement. 
(6) Portable tools. 
(c) Contract clause 4 (no fee) items, at both Willow Run and major subcontractors. 
4G and A for Schedule A is the Kaiser Motors estimate. For Schedules B, C, and D it is computed at 
4 percent of cost. 
18 Fee is actual for Schedule A. Schedules B, C, and D assume some form of fixed price contract at 8 per- 
cent profit rate on cost, 








368 AIRCRAFT PROCUREMENT 


Senator Byrrp. I apologize for being late. I was in a very impor- 
tant meeting of the Finance Committee. 

Mr. Epear F. Kaiser. Senator Byrd, you asked me when do you 
get to that point of efficiency. I was having difficulty because I said 
it is based on numbers of airplanes. In other words, it is the unit 
produced. The best answer that we can give you—and we are sub- 
stantiating that with figures to be filed to back up this chart—is that 
based on our present rate of approximately 12 airplanes per month, 
we would meet Fairchild’s costs at about the 800th airplane. If you 
accelerate our rate 
Senator Byrp. How long in time? 

Mr. Epear F. Kaiser. At 12 airplanes a month that would be 
years. Am I right? About that. 

Senator Byrp. If you put in learning, can that be expedited? 
Mr. Epear F. Kaiser. Yes, sir. 

Senator Byrp. I do not see why it should take 7 years. A man 
can go into college and become a doctor or a lawyer. 

Mr. Ene@ar F. Kaisnr. That is right. You are perfectly right. 

Senator Byrp. Why do you want to take 7 years? 

Mr. Enear F. Kaiser. We do not want to. If we can accelerate 
that to 200 a month 

Senator Byrp. In other words, you want more contracts to produce 
more airplanes? 

Mr. Epaar F. Katser. No. If they are required, Senator. 

Senator Byrp. The way things are now going when will you be on 
a competitive basis with Fairchild? That is the question I asked. | 
did not intend to ask how long it would be before you learned efficiency. 
I asked when would you be on a competitive basis with Fairchild. 

Mr. Epaar F. Karser. If you disregard entirely each of the points 
on the learning curve then at that rate it would take that long to get 
there. 

Senator Byrp. Seven years? Then do you expect the Government 
to subsidize you for 7 years or not? 

Mr. Epear F. Karser. I think it is a question of whether or not 
you want the capacity of a plant behind you that will furnish up to 
500 planes a month. 

Senator Byrp. I cannot understand why it would take 7 years. 

Mr. Epcar F. Kaiser. Because of the very low rate of production. 

Senator Byrp. You mean you do not work enough people on these 
planes? 

Mr. Epvear F. Kaiser. No, you work the same number of people, 
but the repetitive operation. I think there is a fallacy in that but I 
cannot say anything else with the information we have got. 

Senator Byrp. In other words, the situation that I was trying to 
find out about is this: When are you going to be on a competitive 
basis with Fairchild? Unless you get additional contracts and 
manufacture more planes, it will be 7 years before you can produce 
at the same price that Fairchild produces? 

Mr. Evear F. Katser. It took Fairchild 7 years to get to that same 
point themselves. So if I start coming in here and saying I am going 
to do it sooner, then I will get in trouble with them. I am probably in 
plenty anyway. 

Senator Byrp. I am speaking from the standpoint of the Govern- 
ment because we have to pay these bills. In other words, a bonus or 
subsidy will be paid to you for 7 years—— 
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Mr. Eve@ar F. Karser. You have been doing it to Fairchild for 7. 

Senator Byrp. That is all right. 

Mr. Epa@ar F. Katser. That is what is bothering me. Why is it 
all right-—— 

Senator Byrp. Wait a minute. I have not finished. It may be 
necessary. Fairchild built these planes first. 

Mr. Epe@ar F. Karser. Yes, sir. 

Senator Byrp. Do you not have access to the experience of Fair- 
child? 

Mr. Eva@ar F. Kartser. That is the difference. Yes, we have 
access to that. 

Senator Byrp. Why do you not utilize that and use that to make 
yourself more efficient in less time than Fairchild? They started out 
fresh, did they not? They started out fresh on this plane, did they 
not? 

Mr. Epva@ar F. Katsger. On this plane, that is right. 

Senator Byrp. Can you not utilize their experience? 

Mr. Evear F. Karser. Yes. 

Senator Byrp. As I understand it $3 million——— 

Mr. Ep@ar F. Karser. It has been a little difficult under the cir- 
cumstances. 

Senator Byrp. Was not $3 million spent by the Government for 
Fairchild to give the know-how to you? 

Mr. Epa@ar F. KaArsmr. That is right. 

Senator Byrp. Why did that not amount to something? Why 
do you have to take the same amount of time if this is not a completely 
new plane? 

Mr. Epe@ar F. Kaiser. I said awhile ago that is a fallacy. 

Senator Byrp. I am looking at it from the standpoint that the 
United States Government has to pay the bills, the taxpayers have to 
pay these bills. I can understand that a new plane—I know nothing 
about it, of course—a new plane that you start out on, I can under- 
stand that it is ostly to get that into production. But after it is once 
gotten into production by one plant why can we not transfer, so to 
speak, some of this efficiency or learning that this first plant had to 
another plant that is going to make the same plane? Unless we do 
that the cost of manufacturing these planes through the years to come 
is going to be greatly increased. 

Mr. Epve@ar F. Katser. Senator, have I made clear to you that a 
learning curve is based upon one individual fellow repeating one 
operation or whatever operations he. performs, and that as he con- 
tinually repeats those operations he becomes more efficient? It is 
not a question of the 

Senator Byrp. I asked you a few minutes ago if it was a fact that 
if you did not have a sufficient number of men working to get the 
experience, and you said it was not. In other words, if you are only 
making a small production of planes then you only have a certain 
number of people working on them. Is that right? 

Mr. Epear. F. Katser. That is right. 

Senator Byrp. If you produce a larger number of planes you have 
more people working on it? 

Mr. Epear F. Kaiser. There are several factors that come into it. 
If you are producing a larger number of planes, then you can break the 
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work down because there is more work and this one person does the 
same operation over and over. 
Senator Byrp. Then it makes no difference how many planes you 


= 


make. From now on it will take you 7 years to be on a competi- 
tive — 

Mr. Epaar F. Katser. No, sir; it is not correct. 

Senator Byrp. What do you mean? I must be very dumb or some- 
thing. I do not know what you mean. First you say it makes no 
difference how many people you have employed; it will take the same 
length of time, 7 years to get this so-called efficiency, whatever it is. 

Mr. Epear F. Kaiser. No, sir; I didn’t say that 

Senator Byrp. What did you say? Repeat it. 

Mr. Epear F. Kaiser. What I said was that I think there is a 
fallacy in that. 

Senator Byrp. What is the fallacy? 

Mr. Epear F. Kaisur. I think if you take 7 years, even at a rate 
of 12 a month in Willow Run, that you will be able to beat this curve. 
But I have no figures here that can prove that to you, or any curve. 
I can only make that statement. That statement can be challenged, 
saying, ‘“That is what Edgar Kaiser said. How can he prove it?” 

Senator Byrp. How long will it take your company to get the same 
degree of efficiency as Fairchild? 

Mr. Epaar F. Karser. I tell you that that depends upon the 
number—do you want to answer it? 

Mr. Henry J. Kaiser. If the Government tooled for 93 a month, 
and placed the orders for 93 a month, we would be within 1 year of 
where Fairchild is, based upon all the industry curves. That is what 
the industry curves prove. 

Senator Byrp. I just asked your son a question whether, if he got 
larger contracts, he woud reach this degree of efficiency sooner. He 
said no. 

Mr. Epe@ar F. Katser. Yes. I said yes to that. 

Senator Byrp. You said yes? 

Mr. Epe@ar F. Kaiser. Oh, yes. Definitely, Senator. In other 
words, it is when you get to the 800th plane, and it depends on how 
many planes a month until you get there. 

Senator Byrp. How many planes is Fairchild putting out? 

Mr. Epear F. Katsrer. They have put out over 800. 

Senator Byrp. How many a month? 

Mr. Epe@ar F. Kaisur. I am not sure. Is the rate per month a re- 
stricted figure or not? I have gotten into trouble with it before. I 
think it is classified. I am sure it is available to the committee. 

Senator Byrp. Fairchild is putting out 25. If you got a contract 
for 25, how long would it take you then to be as efficient as Fairchild? 

Mr. Epvear F. Kaiser. I told Senator Duff before you came in, we 
will give you all the backup on that, and prepare the detailed infor- 
mation. 

Senator Byrp. I must confess—— 

Mr. Epear F. Katser. Maybe it moves up 3 years or 4 years. It 
is somewhere in that point. We want to be accurate about it. We 
will give you that same information based on various rates of 
production. 
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Senator Byrp. Understand I am not holding any brief for Fairchild 
or anybody else in this. I am trying to represent the United States 
Congress. 

Mr. Henry J. Katsmr. I believe you are. 

Senator Byrp. I want to get these planes as cheaply as we can. I 
think the charges for these planes have been very exorbitant. Let me 

cet it down again. If you make 12 planes a month it will take you 7 
years to get on equality with Fairchild? Is that right? 

Mr. Henry J. Kaiser. If you make 100 planes a month 

Senator Byrp. You cannot go beyond Fairchild for the sake of 
comparison. I only used Fairchild bee ause, as [ understand it, you 
are all making the same planes. 

Mr. Henry J. Kaiser. But there is a difference in the size of the 
plant. One is running at maximum capacity and the other is running 
at a low capacity. But, Senator, I last night agreed with our boys to 
set up all the figures you want, set up various charts, give you every- 
thing you wanted. 

Senator Byrp. You set up something here that seems to me to 
confuse the thing. 

Mr. Henry J. Kaiser. I can make it clear for you by the charts 
and by putting our organization to work to get it out. 

Senator Byrp. Take the comparison with Fairchild. I only do 
this because you are making the same thing. They are making 25 a 
month. Is that correct? 

Mr. Epear F. Kaiser. I do not know. 

Senator Byrp. Is that correct? Does anybody know? 

Mr. Anton. The figure is actually 29 a month. 

Senator Byrp. If you make 29 a month, you have already gotten 
a good deal of experience, have you not? 

Mr. Epear F. Katsur. That is correct. 

Senator Byrp. How long will it take you to have the same degree 
of efficiency as Fairchild has? 

Mr. Epe@ar F. Kaiser. When we get to the same number of planes 
they have built. 

Senator Byrp. When will that be? 

Mr. Epa@ar F. Karser. A little over 2 years. 

Senator Byrp. A few minutes ago you said it was 4. Now you 
say itis 2. If you have 12 planes it is 7 years. 

Mr. Henry J. Katser. I want to give you the chart, Senator. 
You get the information and you will li ike it when you get it. 

(Documents referred to are as follows:) 


Meruop oF DETERMINING WHEN KMC Wovutp Reacua 30,000 Direct Man- 
Hours PER AIRPLANE BASED ON A PRODUCTION or 25 PLANES PER MONTH 


1. The man-hours per pound of the individual airplanes as determined at Willow 
Run and furnished to the subcommittee was plotted on a log log chart (see 
attached chart). This shows that at airplane No. 159, the estimated direct man- 
hours per pound is 1.94. 

2. An improvement curve of 73.5 percent, which is the industry average for 
medium transports, was assumed for the airplanes beyond No. 159. 

3. 30,000 man-hours divided by the airframe weight of 28,739 pounds equals 
1.04 man-hours per pound. From the chart, this is reached at airplane No. 700. 

4. As of June 30, 1953, KMC had completed 59 airplanes. Starting from there 
and assuming a normal acceleration rate, it is estimated that KMC would haye 
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completed 700 airplanes in November of 1955. Following is the assumed build-up 
schedule: 


Month Cumulative 


1953—J une 
July 
August 
September 
October 
November 
December 
January 
February 
March 
April 1954 to November 1955, 20 months at 25 


Mr. Epaar F. Katser. Senator, we are not trying to confuse you. 
I do not understand it. If you say it is based on numbers of airplanes, 
and that figure is 800-—— 

Senator Byrp. Why necessarily is it based on the number of air- 
planes? You are the second manufacturer that is making the same 
plane. Haven’t you got any benefit from the experience of Fairchild? 

Mr. Evear F. Karser. Yes. 

Senator Byrp. What happened to the $3 million that it cost the 
Government to give you the know-how that is coming from Fairchild? 

Mr. Henry J. Kaiser. I would say it cost us at least $3 million 
more to correct the tools they furnished. 

Senator Byrp. Then you added that to the cost of the planes? 

Mr. Henry J. Kaiser. We have to do it. 

Senator Byrp. In other words, it cost $6 million instead of three. 
Did Fairchild fail to or refuse to give you the information? 

Mr. Henry J. Kaiser. They gave us wrong information. 

Senator Byrp. Deliberately? 

Mr. Henry J. Kaiser. No. 

Senator Byrp. It looks to me like in this country, with all this 
armored force, somebody has to learn with the experience of somebody 
else. When somebody starts out fresh and charges a million dollars 
more for a plane just because it is a new plane, where are we going 
to be? 

Mr. Henry J. Kaiser. You have a good point but you are on a 
subject that requires a great deal of information and charts to give 
you alternate figures, to arrive at the conclusions you want to arrive 
at. You cannot tell. We worked diligently, 15 of us, to try to get 
the background figures for this. 

Senator Byrn. Does anybody know if it cost Fairchild the same 
amount as it cost you, or rather cost the Government, to make these 
159 planes? 

(See appendix A and testimony of Mr. Mautner.) 

Mr. Henry J. Kaiser. No, it cost them less. 

Senator Byrp. Why is that? 

Mr. Henry J. Karser. Their first 10, Senator, cost $4,300,000 on a 
comparable basis per plane. Their first—— 

Mr. Epcar F. Karser. That is our interpretation. Their own 
figures are-—— 

Mr. Henry J. Kaiser. That is what the committee furnished us 
yesterday. 
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Senator Byrp. It occurs to me that if a new manufacturer such as 
you are is going to take the same length of time as an old manufacturer— 
I am speaking in the sense of having experience—then it is better to 
enlarge existing plants than it is to go into new plant, because if it 
takes 6 and7 years, if there is any war or anything should happen, the 
war would be over by that time. 

Mr. Henry J. Kaiser. I can give you a comparison of ships. I can 
tell you that Douglas Aircraft laid their learning curves on our ship 
curves and they are identical. 

Mr. Evear F. Kaisur. It is the same thing on a learning curve, 
Senator. The same identical thing. 

Senator Byrp. I think it is pertinent to find out what it cost Fair- 
child when they made their first planes and what it cost Kaiser-Frazer. 
You say it cost you a good deal more. 

Mr. Evear F. Kaiser. No, I did not say that. 

Senator Byrp. What did you say? 

Mr. Epear F. Karser. | did not say a good deal more. I said 
“more.” 

Senator Byrp. What do you mean by ‘“more’’? 

Mr. Epear F. Kaiser. We will give you that, we will give you our 
costs. 

Senator Byrp. It may be a good deal more. 

Mr. Epnaar F. Katser. It could be. 

Senator Byrp. You say you do not know. 

Mr. Epear F. Kaiser. Would you give me the benefit the other 
way and say it might not be so much? 

Senator Byrp. I will not give you the benefit unless you state 
with greater accuracy than you are now stating when you say you do 
not know. It might be more and it might be less. Nobody knows. 
How do you know it is more? 

Mr. Henry J. Karser. If it is more we will give you the weighted 
factors that cause it. If it is less we will give you the weighted factors 
that cause that. We will give you that information. But you cannot 

; get that in 15 minutes, honestly you cannot. That is a complicated 

. analysis. If you saw the fellows that I saw last night analyzing it 
you would recognize what it means. I consider we have the foremost 
engineers in the United States on that trying to get that here to you 
today. We could not make it in the form you want it in. But we 
will make it in the form you want it in, because I think you have a 
very sincere point about this. 

Senator Byrp. I am trying to find the facts. 

Mr. Henry J. Kaiser. We will get it for you. We cannot give 
it to you in 15 minutes nor can you or I, in 15 minutes or | hour, get 
it through analysis. 

Senator Byrp. I did not ask for it in 15 mires. You have 
something here that confuses the thing much more taan it was before, 
if anything, if that could be possible. It would have been better 
not to have brought anything in this morning. 

Mr. Henry J. Kaiser. I thought of bringing nothing at one time 
because I knew what you wanted. I knew there was a time factor in 
particular. I will get it for you and you will be proud of it. 

Senator Byrp. t hope so. I will be proud if you will show less 
costs. 

Mr. Henry J. Kaiser. I will show you the costs. 
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Senator Byrp. I am not proud of the record made up to date. 

Mr. Henry J. Karser. You haven’t got our record yet, compara- 
tively speaking. You just asked for it a few minutes ago. 

Senator Byrp. We have the costs for the United States Govern- 
ment, the people who pay the bills. They say ‘“How many planes are 
to be produced?”” We have that. We are not going back to causes. 
That is another thing. There may have been good causes. I do not 
think there is anything to be proud about, these enormous costs. 

Mr. Henry J. Katser. Senator Byrd, we have a record in this 
country that you and we can be proud of on all production. You 
would be surprised when you get it all. You will get it ingreat volume, 
too. It is the very thing we are contending here. 

Senator Byrp. Do not make it of such volume that a Senator with 
a great deal of other work cannot understand it. 

Mr. Henry J. Katser. We will make it simple for you. 

Senator Byro. If it is simple it will be the first simple thing in 
this hearing. 

Mr. Henry J. Katser. I agree with you. 

Senator Byrp. Remember, we are busy men. We have a lot more 
work than on this commiittee. We are on the Finance Committee, 
Armed Services, and other committees. We have to have this pre- 
sented to us in a way that we can understand it. 

Mr. Henry J. Kaiser. I agree with you. 

Senator Byrp. I never could make anything out of charts. Maybe 
you can. I want to see it written down in black and white where I 
can study it. So far as I am concerned I would rather not have any 
charts about it. I want to get it down. You have these curves this 


way and curves that way; it takes a Philadelphia lawyer to know 


what they mean. Let us get it down in black and white, how many 
planes, the cost, and when you are going to reduce the cost of them, 
and so forth and so on. 


(Documents referred to are as follows:) 


The information requested by Senator Byrd follows below in narrative form. 

It consists of two parts: 
(a) A narrative explanation of what is meant by the “aircraft learning curve.” 
(b) A narrative explanation of Kaiser-Frazer’s cumulative average unit cost 
per C-119 for the 78.6 equivalent planes completed through May 31, 1953, the 
estimated cumulative average unit cost for the 159 planes covered by the contract, 
and the estimated cumulative average unit cost for 820 planes and 1,071 planes 
(1,071 is the total number of C-82’s and C-119’s built by Fairchild for which cost 
data are available). The estimates for 820 and 1,071 planes are based on a pro- 
jection of costs actually experienced to date in accordance with the standard 
method of calculating a learning curve in the aircraft industry. 

Also attached is a chart showing the results of the above computations in graphic 
form. The chart is prepared on so-called log log paper, which has the effect of 
converting the learning curve into a straight line which can be projected to show 
estimated costs on additional quantities of aircraft. 

The data which follow show that when Kaiser-Frazer reaches its 820th airplane, 
the cumulative average unit cost of the first 820 planes is $460,000 each, and that 
the average unit cost of each plane from number 820 to number 1,071 is $224,000 
each, 

KarsER Motor Co. Arrcrart LEARNING CURVES 


The aircraft industry has learned from experience that the direct labor-hours 
required to produce an airframe of a given model decreases with each succeeding 
model produced. This reduction is the result of the increasing familiarity of the 
workers with that particular aircraft, and is equally true both in the case of 
inexperienced aircraft workers in a new plant and of experienced workers in an 
established plant starting a new model. In the case of the new plant with 
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inexperienced aircraft workers the first airplane would most likely require more 
man-hours to produce than would be required in the established plant, but in both 
cases a continuing reduction of man-hours would occur on subsequent airplanes. 

Analysis by AMC and by the aircraft industry of production records of World 
War II has established the fact that this improvement follows a definite trend or 
curve. This trend may be simply expressed as follows: 

Each time that the number of aircraft produced is doubled, the average number 
of man-hours per airplane for the doubled quantity is a percentage of the average 
number of man-hours per airplane in the original quantity. This _per- 
centage generally varies between 70 and 80 percent. A simple illustration of this 
relationship follows. 

\ plant produces 10 airplanes of a given model for 100,000 direct man-hours or 
an average of 10,000 man-hours per airplane. When 20 airplanes of the same 
model have been produced the total man-hours for the 20 planes will be 160,000, 
or an average for each of the 20 planes of 8,000 man-hours. 8,000 is 80 percent of 
10,000, so that the improvement or learning curve on that particular plane in 
that particular plant is 80 percent. 

From the mass of data available mathematical formula have been developed 
which enable one to establish the relationship between any individual airplane in 
a series and the cumulative average at that point. Extensive studies made by 
Standford University since the war have led to improvements and refinements 
in the basic formula so as to increase the accuracy of the results which can be 
obtained 

With these formula it is possible, after any number of aircraft of a given model 
have been built in a plant, to predict within reasonable limits of accuracy what 
the cost will be for any succeeding number of the same aircraft. Furthermore, the 
data proves conclusively that in order to compare the performance of two producers 
of the same aircraft it is essential to make the comparison for the same number 
of airplanes produced. 

It must always be remembered that the learning curve theory does not mean 
that an inexperienced group of workers learn to produce a given airplane, and 
having once learned, continue to produce at the same cost, but that any group 
of workers, even though experienced in aircraft production, will start a new model 
at a relatively high cost and continue to reduce this cost on succeeding units 
produced. 

PROJECTED COST OF C119 AIRPLANES AT WILLOW RUN 


Method of constructing curve 

1. The total accrued costs to date with the exception of material, tooling, 
portable pools, plant rearrangement and clause 4, no fee items, were tabulated, 
as of the end of each month for the period October 1952 through May 1953. 

2. The equivalent airplanes completed were tabulated for the same periods. 
October 31, 1952, was used as the starting point because this is the first date on 
which the equivalent airplanes completed was calculated. On October 31, 1952, 
39 equivalent airplanes had been completed. On May 31, 1953, 78.6 equivalent 
airplanes had been completed. 

3. Material costs for each month end were calculated by multiplying the 
average estimated material cost per airplane ($90,371) by the equivalent number 
of airplanes completed. 

4. The total estimated cost for tooling, portable tools, plant rearrangement and 
clause 4, no fee items, including subcontractors, amounting to $25,587,000, was 
divided by 159 airplanes. This resulted in an average cost of $160,924 per air- 
plane. The cost of these items for each month end was calculated by multiplying 
the number of equivalent airplanes completed by this unit. 

5. The total fee at each month end was calculated by multiplying the total 
number of equivalent airplanes completed at the end of each month by the average 
fee per airplane exclusive of spares ($41,346). 

6. The summation of the above factors resulted in the cumulative average 
cost per airplane at the end of each month. A tabulation of these calculations is 
attached. 

7. The KMC estimate of cost dated May 8, 1953, was used to determine the 
average unit cost of 159 airplanes. 

8. The cumulative average unit costs were plotted on log paper, in accordance 
with accepted methods in the aircraft industry for determining the slope of the 
learning curve. This showed that between airplanes Nos. 72 and 78 (the number 
of equivalent aircraft actually completed at the end of May 1953), the slope of the 
curve was approximately 70 percent. It also showed that between airplanes 
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Nos. 78 and 159, based on the KMC estimate of cost dated May 8, 1953, for 
completing 159 airplanes, the slope of the curve continued at the same rate of 
approximately 70 percent. This rate of approximately 70 percent from airplane 
Nos. 72 through 78 to 159 was therefore projected for 1,071 planes, which is the 
total number of C-82 and C-119 airplanes built by Fairchild for which eost data 
are available. 

9. The costs enumerated in paragraph 4, amounting to $160,924 per airplane, 
were all written off on the first 159 airplanes and are nonrecurring. Therefore 
another curve (dotted line) parallel to the first curve but $160,924 lower at 
airplane 159 was drawn and projected to 1071 airplanes. This curve represents 
the projected cumulative average unit costs at Willow Run without the costs 
enumerated in paragraph 4. 

10. The average unit costs for airplanes Nos. 820 through 1071, which is the 
last block for which we have cost data at Fairchild, was computed from this 
curve as follows: 

Cumulative avevage unit cost airplane No. 820 is $460,000. 

Cumulative average unit cost airplane No. 1071 is $405,000. 

Cumulative total cost— 

820 airplanes at $460,000 equals $377,200,000. 
1071 airplanes at $405,000 equals $433,755,000. 
Difference, $56,555,000. 

This represents the cost of airplanes Nos. 820 through 1071, or 252 airplanes. 
$56,555,000 divided by 252 equals $224,000 per airplane. 

These costs are all without tooling and plant rearrangement as enumerated in 
paragraph 4. It is recognized that there will be some continuing tooling costs 
because of replacements and changes. This is assumed at $30,000 per airplane 
for all airplanes subsequent to 159. Therefore by adding $30,000 to $224,000 
we arrive at an average cost of $254,000 per airplane for all airplanes from No. 
820 to 1071, inclusive. 

11. In order to project the curve beyond airplane 159 so as to include the 
continuing tooling cost of $30,000 per airplane, the following computations were 
made: 


Total cost of 1,071 airplanes without tooling and rearrangement 

(from par. 10 above) _- $433, 755, 000 
Tooling and rearrangement costs included in first 159 airplanes 

(from par. 4) __------ 25, 587, 000 
Tooling costs allowed for airplan anes 160 through 1,071, 911 airplanes 

at $30,000 27, 330, 000 


Total cost 1,071 airplanes 486, 672, 000 
Cumulative average unit cost 1,071 airplanes.---- 
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Mr. Anton. Mr. Miller, did you prepare the chart on the pounds 
per man-hours? 

Mr. Mixturer. No; I did not. 

Mr. Anton. Applying that to the weight of the plane, and possibly 
somebody can answer this, does that equal 6,000 man-hours per plane 
at that point? 

Mr. Miuier. No. You have the reverse. It is not pounds per 
man-hour. It is man-hours per pound. 

Mr. Anron. It is five man-hours per pound? 

Mr. Miuuer. Yes. It is probably 30 pounds—— 

Mr. Anton. Did you use 29,000 or 30,000 as the weight of the 
plane? 

Mr. Miter. I did not prepare that chart so I do not know. We 
used 30,000 to a point, and then it was—— 

(Statement supplied is as follows: ) 

The weight of the C—119 airframe used on all charts and other data submitted 
by Kaiser-Frazer witnesses at the hearing is 28,739 pounds. 

Mr. Anron. That would be 150,000 man-hours up to that point 
when you began the chart. 

Mr. Epe@ar F. Katser. I do not know that. I ean furnish it. 

Mr. Anton. You say 5 man-hours per pound? 

Mr. Epe@ar F. Kaiser. Let me furnish that to you. 

Mr. Anton. That is direct labor? 

Mr. Epaar F. Kaiser. I do not want to say that is so. 

Mr. Anton. You said in talking to us about that chart that it was 
direct labor. 

Mr. Henry J. Katser. Do you not want the information ac- 
curately? 

Mr. Anton. Yes. As you have pointed out, Mr. Kaiser, these 
charts mean a lot. 

Mr. Henry J. Katser. They do to you but they do not to Senator 
Byrd. We will get what you want if you will just sit down—you 
have been in our offices. You know we work at this thing accurately. 
We will give you the information. 

(Information previously inserted.) 

Mr. Anton. The committee also would like the breakdown be- 
tween the direct and indirect. 

Mr. Henry J. Kaiser. Just tell us what you want. You have 
had no trouble getting anything from us that you want at any time. 
We will give it to you. Then you can present it. 

Mr. Anton. That is fine. 

The Cuatrman. Mr. Rhodes? 

Mr. Ruopes. I have several questions I would like to ask. First 
of all, referring Mr. Edgar Kaiser to the earlier statement of Mr. 
Henry Kaiser that a thorough study had been made of General Cook’s 
statements before this committee. Let me direct your attention to 
the statement vou quoted this morning —— 

Mr. Epaear F. Kaiser. Right. 

Mr. Ruopves. You quoted a statement from General Cook in which 
he went on to say why it was that a second source was more expensive 
and the costs of a second source were greater than those of a prime 
contractor. That was made, I believe, a day or so prior to the state- 
ment which was made by the chairman this morning, Senator Bridges, 
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which later statement I believe you will agree was rather uncompli- 
mentary of the performance. 

Mr. Epvear F. Kaiser. We have already commented on it. 

Mr. Ruopes. What I am trying to get at and I want you to get it 
for the record, is that the statement which General Cook made and the 
one which you read would apply to anybody, any second source. That 
is a fair statement; is it not? 

Mr. Epna@ar F. Katser. Yes. 

Mr. Ruopes. It was made earlier than the statement the chairman 
made. 

Mr. Epaar F. Katser. I think the statement he made here—I am 
just looking at it—did refer specifically to us. 

Mr. Ruopsgs. Is it fair to say that that sort of statement would 
apply to any second source just getting started in the business? 

Mr. Epva@ar F. Katsmr. Yes, 

Mr. Ruopes. The time factor, I want that particularly clear; he 
made that a day or so earlier than the one which the chairman read. 

Mr. Enaar F. Karser. Right. 

Mr. Henry J. Kaiser. Yesterday I stated I was going to file for 
the record a detailed statement. Copies of this 88 page statement 
were supplied to you yesterday. I now wish to formally present the 
statement and request that it be a part of the record of these hearings. 

The CHarrRMAN, It may be filed for the record. 

The CHarrMan. We will go off the record. 

(Discussion off the record.) 

The CuarrMANn. The committee will come to order. 

Both Mr. Henry and Mr. Edgar Kaiser informed the committee of 
information which has come to them informally. As a result of this 
information and their talk with the committee the committee will 
recess now to a hearing date to be determined and set by the com- 
mittee at some subsequent time, which will probably be in the early 
future. 

The committee is adjourned. 

(Whereupon, at 11:58 a. m., the committee adjourned, to reconvene 
subject to the call of the Chair.) 


MEMORANDUM SUBMITTED BY KAISER MOTORS CORP. TO THE 
SENATE ARMED SERVICES COMMITTEE’S SUBCOMMITTEE ON 
AIRCRAFT PROCUREMENT 


This memorandum supplements the statement presented by Mr. Henry J. 
Kaiser to the Senate Armed Services Committee’s Subcommittee on Aircraft 
Procurement on June 23, 1953. The memorandum presents detailed factual 
evidence to correct and supplement the record of the subcommittee’s hearings 
held to date with respect to the award of contracts to produce the C-119 
cargo plane. 

The memorandum takes up the following subjects in the order stated: 


I. How and why the contract was awarded. 

A. The actual chronology of the negotiations between the Air Force 
and Kaiser-Frazer which led to the award of the contract. 

B. The reasons for moving rapidly in December 1950 to create a second 
source for C—119 aireraft. 

C. Kaiser-Frazer’s qualifications to receive a second source contract. 

II, Cost comparisons with other producers. 
A. Comparison with Fairchild costs. 
B. Comparison with costs of other second source producers. 











380 AIRCRAFT PROCUREMENT 


III, Comparisons of our performance with the original agreed estimates. 
A. The technical assistance program. 
B. Time of performance, 
C. Cost of performance. 
IV. Propriety of claims for reimbursement. 
A. Allocation of costs between automotive and aircraft production. 
B. Specific items mentioned at the hearings. 
V. Other corrections of the record. 
A. No commitments were violated by our acquisition of an interest in 
Chase Aircraft Co., designer of the C-123 cargo plane. 
B. Kaiser-Frazer receives no greater degree of Government assistance 
than other defense contractors. 
C. Kaiser-Frazer does not have and did not use political influence to 
obtain the contract. 


I. How ano Wuy tae Contract Was AWARDED 


SUMMARY 


1. December 1950 was a time of national crisis. The need to expand produc- 
tion of aircraft and other weapons immediately was obvious to all. New plant 
capacity had to be brought in to achieve the production goals then desired. 
Willow Run—built in World War II especially for the mass production of large 
aircraft—was an obvious choice. Kaiser-Frazer owned Willow Run. The repu- 
tation of Kaiser management for mass production under emergency conditions was 
well known. 

2. Accordingly, we were awarded an Air Force contract as a second source 
for the C—-119 at Willow Run. We were to tool up for 93 planes per month, and 
were programed to produce at least 1,000—not 159—as soon as possible. At the 
same time, similar second source contracts were awarded to General Motors and 
Lockheed for other types of planes. All these decisions were made on their 
merits. 

3. Under the circumstances that existed in December 1950, the Air Force was 
fully justified in creating a second source for the manufacture of C—119 aircraft, 
and in selecting Kaiser-Frazer Corp. to perform this second source contract at 
Willow Run. 

4. We describe in detail below: 

A. The actual chronology of the negotiations between the Air Force and 
Kaiser-Frazer which led to the award of the contract. 

B. The reasons for moving rapidly in December 1950 to create a second source 
for C-119 aircraft, 

C, The qualifications of our company to receive a second source contract. 


A. THE ACTUAL CHRONOLOGY OF THE NEGOTIATIONS BETWEEN THE AIR FORCE AND 
KAISER-FRAZER WHICH LED TO THE AWARD OF THE CONTRACT 


1. During World War II the Government’s Defense Plant Corporation built a 
modern mass-production aircraft plant at Willow Run, Mich. The plant was 
occupied during the war by Ford Motor Co. in order to perform defense contracts 
for the manufacvure of B-24 bombers. Parenthetically, it is interesting to note 
that Ford was a second source for the B—24, the designer and prime source being 
Consolidated Vultee. 

2. After World War II the Willow Run plant was declared surplus and offered 
for sale or lease to industry. In 1945 the plant was leased to Kaiser-Frazer Corp, 
which had just been formed to manufacture automobiles. Kaiser-Frazer was the 
only responsible bidder for the plant at the time, 

3. In December 1948, while Kaiser-Frazer was occupying the plant under its 
lease, Kaiser-Frazer agreed to purchase the plant from the Government, subject 
to agreement on a mutually satisfactory national security clause. At the time 
Kaiser-Frazer’s lease ran for an additional 3 years (through 1951) with successive 
options to renew for an additional 14 years, through 1965. The lease contained 
no national security clause. 

4. The standard national security clause then offered by the Government 
gave the Secretary of Defense the right to utilize the plant at any time for the 
manufacture of the defense item (aircraft) for which it had been designed. The 


1 However, during the war Willow Run was a single-purpose bomber plant, not a dual-purpose plant a + 
it is now. 
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clause gave the occupant a right of first refusal to manufacture the defense item. 
When the plant was purchased in 1948 this national security clause was not 
considered a desirable feature, particularly for a company such as Kaiser-Frazer 
manufacturing all of its automobiles in a single plant. The reason, of course, 
was that if the Government exercised its right to use the plant to manufacture 
some other defense item, the manufacture of automobiles might have to stop. 
In fact, another automotive manufacturer purchasing a surplus plant about the 
same time succeeded in negotiating a substantial reduction in the purchase price 
n consideration of accepting the national standard security clause. We therefore 
proposed to the Government a modified national security clause. 

5. However, after extensive negotiations, Kaiser-Frazer agreed to accept the 
standard national security clause and consummated the purchase of the Willow 
Run plant in November 1949. Almost simultaneously the Air Force advised 
Kaiser-Frazer that it wished to enter into negotiations for an industrial prepared- 
ness study, looking toward the manufacture of aircraft at Willow Run. During 
January of 1950, Kaiser-Frazer officials met with Boeing officials at the request 
of the Air Force to discuss proposed schedules and subsequently to make an 
industrial preparedness study for the manufacture of B—50—D aircraft at Willow 
tun. Kaiser-Frazer delivered this study to the Air Force on February 21, 1950. 

6. The North Korean attack occurred on June 25, 1950. One month later, on 
July 25, 1950, the Air Force instructed Kaiser-Frazer to revise its study so as to 
cover the manufacture of the B—47—B bomber at Willow Run, and this study con- 
tinued through the remainder of 1950. Meanwhile, of course, the actual produc- 
tion of the plant consisted entirely of automobiles. 

7. At this time, a shortage of materials for civilian production was arising, and 
Kaiser-Frazer was, of course, interested in the prospects of obtaining defense 
contracts which could be performed at Willow Run. On several occasions be- 
tween June and December 1950, Kaiser-Frazer representatives inquired of the 
\ir Force whether they intended to place any aircraft contracts at Willow Run 
in the near future. Each time we were advised that as yet no definite program 
had been established for Willow Run. Kaiser-Frazer continued to submit pro- 
posals and negotiate with other departments of the armed services for production 
of defense items at Willow Run. In most cases, however, we were advised that 
since we were subject to a national security clause under Air Force cognizance, 
we should work with the Air Force. 

8. Meanwhile, Kaiser-Frazer had carried on extensive negotiations through 
September, October, and November 1950, with the Reconstruction Finance Corpo- 
ration for a $25 million loan. These negotiations were finally concluded and the 
teconstruetion Finance Corporation announced approval of the loan ? on Decem- 
ber 5, 1950. It is important to note, contrary to public impression, that this 
RFC loan was the result of almost 4 months of negotiations, and was not some- 
thing that was accomplished in 1 day. The RFC loan resolution required Kaiser- 
Frazer to “make * * * conscientious efforts to obtain defense work and * * * 
give priority to any such work obtained over the production of automobiles.”’ 

9. All of the negotiations with the RFC extending over a long period as men- 
tioned above had been handled personally by Mr. Edgar F. Kaiser. Mr. Henry J. 
Kaiser did not participate in them. However, toward the very end of the negotia- 
tions when the RFC Board was insisting that the guaranty of the Henry J. Kaiser 
Co. be increased, Mr. Henry Kaiser, as the principal guarantor, came to Wash- 
ington, D. C., just prior to December 5, 1950, since he was then directly involved. 

10. On the same day, in compliance with the RFC directive to ‘“‘make conscien- 
tious efforts to obtain defense work,’’ Henry Kaiser and Edgar Kaiser sought an 
interview with Hon. John McCone, then Under Secretary of the Air Force in 
charge of procurement. The Kaisers had previously known Mr. McCone, since 
they had both been engaged (in different companies) in the construction business 
in the Far West and their companies had participated in several construction 
joint ventures and wartime shipbuilding joint ventures. For several years before 
the meeting on December 5, the Kaisers and Mr. McCone had had no joint busi- 
ness interests or relationships of any kind. 

11. November and December of 1950 were the occasion of the Chinese Com- 
munist invasion of North Korea, one of the gravest crises in the entire Korean 
war. At this time, the Armed Forces were rapidly accelerating their plans for 
the procurement of all types of military equipment, with the encouragement of 
the Congress. 

12. At the meeting, Henry and Edgar Kaiser advised Mr. McCone of the RFC’s 
instructions to make conscientious efforts to obtain defense work. They pointed 


? This loan has since been repaid in full. 
34931—53—pt. 1 25 








382 AIRCRAFT PROCUREMENT 


out that the Willow Run plant was subject to a national security clause, and that 
industrial preparedness studies had been conducted to manufacture first the B—50 
and now the B-47 at Willow Run. They inquired whether the Air Force was ye 
in a position to go forward with the actual production of aircraft at Willow Run 

They also requested that if the Air Force was not ready to go forward it release 
Willow Run from Air Force cognizance so that the Kaiser-Frazer Corp. could 
negotiate with the other armed services for the manufacture of other items. Mr. 

McCone ealled into the meeting Gen. K. B. Wolfe, then Deputy Chief of Air Staff 
Materiel, and Lt. Gen. Edwin C. Rawlings, Comptroller of the Air Foree. The 
subject of producing the B-47 jet bomber was first discussed. During the meet- 
ing, General Wolfe proposed that, instead of the B-47 it might be preferable to 
use the plant for the production of the C-119 cargo plane. In the course of the 
meeting, the construction of fighter planes was also discussed. As a result of the 
meeting, Kaiser-Frazer was requested to prepare and submit studies for the manu- 
facture of the B—47 and the C-—119 at Willow Run. 

13. This was the first occasion on which any Kaiser-Frazer representative was 
apprised of an Air Force interest in having C-—119’s produced at Willow Run. 
Because of its interest in obtaining defense work and the instructions of the RFC 
to make conscientious efforts to do so, Kaiser-Frazer proceeded diligently to 
acquaint itself with the C-119 and to prepare a proposal. Pursuant to arrange- 
ments made by General Wolfe on December 5, Kaiser-Frazer officials met with 
Fairchild officials at Hagerstown, Md., on December 6, to discuss the subject and 
request necessary technical data. However, very little data was furnished at 
this time. 

14. On December 19, 1950, Kaiser-Frazer submitted to the Air Force separate 
studies for the manufacture at Willow Run of C-119 and B-47 aircraft. Neither 
of these studies was in any sense a firm proposal for the manufacture of stated 
quantities of aircraft at a stated price or estimated price. The studies did not 
refer to price at all, and simply analyzed the technical capabilities of the Willow 
Run plant and Kaiser-Frazer management to produce aircraft on a mass-produc- 
tion basis. It should be noted, however, that the C-119 study was based on a 
production schedule of 100 planes per month and a total production of more than 
1,000 planes over a 2-year period. Even the figures were well below the productive 
capacity of the plant, then estimated to be 375 planes per month with automotive 
production continuing and 500 planes per month with automotive production 
terminated. 

15. On December 20, 1950, the Air Materiel Command at Wright Field issued 
a standard form letter of intent to Kaiser-Frazer Corp. for the production of 134 
C-119 type C aircraft at Willow Run, subject to the terms and conditions of a 
formal contract fixing price, schedules, etc., which was to follow. The letter of 
intent stated that the type of formal contract contemplated was a fixed-price 
contract.* Although the letter of intent was for only 134 planes, Kaiser-Frazer 
was advised by the Air Force that it would be amended to 200 C-119’s plus 
spares as soon as budget funds were available. The total figure of 1,000 planes 
referred to in paragraph 14 above was a Kaiser-Frazer figure and was used solely 
for the purpose of showing a cumulateve building schedule. However, the Air 
Force advised that it was contemplated that additional C-119’s over and above 
the initial 200 would be ordered if the requirement continued. 


B. THE REASONS FOR MOVING RAPIDLY IN DECEMBER 1950 TO CREATE A SECOND 
SOURCE FOR C-119 AIRCRAFT 


With the Korean armistice apparently at hand, it is natural to forget the 
grave situation that confronted this country in November and December of 1950. 
The successful Inchon landing and the advance to the Yalu River had been fol- 
lowed by the movement in force of the Chinese Communist armies from Man- 
churia into North Korea. The United Nations forces were in a desperate position. 
The war in Korea promised to continue for a considerable period. World War 
mm appeared to be imminent. 

he atmosphere that prevailed at the time is reflected by the following 
oaaty on page 1 of the New York Times for November 30, 1950: 


* The Air Force on its own initiative later changed this to a cost-plus-fixed-fee contract. 
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“Senators, Jovrep, Ask Army To Cautit Futty Upon ConGress 


WASHINGTON, November 29.—The Senate Armed Services Committee, pro- 
foundly shocked by a briefing on the position in Korea, invited the military 
authorities today to ask Congress for any sort of action that might be useful in 
the crisis. 

This was announced by Senator Millard E. Tydings, Democrat of Maryland, 
after the committee had consulted for 2 hours with Robert A. Lovett, Deputy 
Secretary of Defense, and Lt. Gen. Alfred M. Gruenther, Deputy Army Chief 
of Staff Plans.’’ 

3. The crisis continued throughout December 1950. Like the other armed 
ervices, the Air Force was under great pressure to expand the production of 
military aircraft as rapidly as possible. ‘The desired production rate could not 

achieved in the plants then manufacturing aircraft, and new productive capac- 

had to be opened up. Thus, as former Under Secretary of the Air Force 
John MeCone testified at these hearings, the requirement for C-119’s in December 
1950 was 1,800 additional planes. The only plant producing C-—119’s at the time 
the Government-owned plant at Hagerstown, Md., operated by Fairchild 
was building only 8 planes per month, and had a maximum capacity of only 33 
to 35 planes per month. In order to achieve an output of 1,800 C—119’s within 

required time, a production rate of about 135 planes per month was required 

ranscript, p. 17). 

t. Obviously, it would not have been possible to achieve a production rate of 
135 planes per month without bringing in an additional plant to manufacture 
C-119’s. ‘This could have been accomplished either by utilizing an idle Govern- 
ment plant or plants, or by utilizing a private plant not then producing aircraft. 
The first course presented serious difficulties outlined by Mr. MeCone at pages 
17-19 of the transcript. The available Government plants were either required 
for more urgent programs, such as B—47 bomber production, or were being utilized 
for nonmanufacturing purposes considered equally urgent—such as the head- 
quarters of the Strategic Air Command, 

5. The second course—utilizing a private plant not then manufacturing military 
aircraft—offered a method of avoiding these difficulties. Moreover, it was con- 
sistent with the plan then being developed by the Secretary of Defense to broaden 
the industrial base of the procurement program. As stated by Mr: MeCone in 
his testimony, this “‘second source’’ policy ‘directed the services to spread con- 
tracts across industry as widely as possible; and to accomplish this by the wider 
use of negotiation versus formal bidding procedure; to avoid concentration of 
contracts with a few leading suppliers; to utilize existing open industrial capacity 
to the maximum, and, among other things, to utilize available manpower in 
distressed employment areas’’ (transcript, p. 14). 

6. The operation at Willow Run was set up as a “dual-purpose plant,’’ ready 
for quick conversion in the event of all-out mobilization. his ‘“‘dual-purpose 
plant” idea was strongly advocated by the present Secretary of Defense, Mr. 
Charles E. Wilson. The following is an excerpt from a speech he made October 4, 
1951, to the American Ordnance Association: 

“If instead of such dual-purpose plants, separate plants are planned—those 
producing war materials exclusively and those producing civilian products exclu- 
sively—there is bound to be dislocation of hundreds of thousands of workers as 
shifts are made from one type of production to the other. Dual-purpose plants, 
while giving the Nation the security that would result from the ability to quickly 
convert from peace to war production, will at the same time put the emphasis on 
peace, not war. They will avoid the expense and waste of building and maintain- 
ing large plants planned only for war production. They will avoid creating and 
maintaining organizations and businesses whose interests and profits would depend 
only on war production, and of creating jobs for hundreds of thousands of em- 
ployees whose job security would depend on war or the preparation for war. 
Such a plan for dual-purpose plants is consistent with our American objective of 
promoting world peace through strength and preparedness.” 

7. The need for speed was just as important as the need to open up additional 
productive capacity to be operated by second source contractors. The C-119 
contract awarded to Kaiser-Frazer Corp. was not the only second source contract 
awarded at this time. Within a span of approximately 3 weeks the Air Force 
awarded 3 second-source airframe contracts—one to Kaiser-Frazer for the C—119, 
to be performed in the Kaiser-Frazer plart at Willow Run, one to General Motors 


‘ 


for the Republic F—84 fighter, to be performed in the Government-owned plant 


“c 
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at Kansas City, and one to Lockheed for the Boeing B—47 bomber, to be per- 
formed in a Government-owned plant at Marietta, Ga. 

8. The Air Force was interested in developing additional subcontract sources 
particularly, in the Detroit area. Their purpose was to bring tooling manufac. 
turers into the aircraft program so as to expand the Air Force tooling capacity 
base. In line with this policy, we were told that we should use alternative tooli; g 
vendors to produce our aircraft tooling. We were also advised that we should 
point toward a 50-percent subcontract program. 


C. KAISER-FRAZER’S QUALIFICATIONS TO RECEIVE A SECOND SOURCE CONTRACT 


1. The Willow Run plant 


Kaiser-Frazer was and is the owner of the Willow Run plant. This plant was 
designed and built during World War II for the specific purpose of mass producing 
large military aircraft. It is one of the finest mass production aircraft facilities in 
the world. It contains about 4,000,000 square feet of manufacturing space, and it 
adjoins an up-to-date operating airfield with supporting hangars and equipment. 
During World War II it produced approximately 9,000 B—24 bombers and reached 
a peak of 428 planes per month. It is capable of producing several hundred C-119 
planes per month when and if the need arises. 


2. Management 


(a) Aircraft experience.—Kaiser-managed companies produced complete mili- 
tary aircraft and aircraft components during World War II, and are now producing 
important military aircraft components for Lockheed, Boeing, Republic, and 
Martin, in addition to producing complete C—119 aircraft. 

During World War II, a Kaiser management team took over the operation of the 
Brewster plant at the request of the United States Navy, increased production 
from 4 Corsair Navy fighter planes to a monthly production of 123, and sharply 
reduced man-hours and costs per plane. It is a record of which we are all ex- 
tremely proud, and for which we were highly commended by top Government 
officials. We did this as a patriotic service at no fee. We had no interest in th2 
company, which had been taken over by the Navy, and we continued to produce 
the Corsair planes until the Navy requirements were met. 

Another Kaiser company (Fleetwings, now named Kaiser Metal Products Co. 
produced some complete experimental planes, and also produced in World War II 
a large amount of major component assemblies for Corsairs, Avengers, B-17s, 
Havoes, and the Hughes F—-11. Summary statements describing the World War 
II work of these companies are already part of the committee’s record (transcript, 
pp. 198-208). 

(b) Production experience in other fields—Kaiser-managed companies have a 
long and successful record of production experience in many fields. A _ repre- 
sentative list is as follows: 

Construction projects: Thirty years of construction experience in the heavy 
construction field including such major projects as the Cuban Highway (over 
500 miles of road construction), Hoover Dam, Bonneville Dam, Grand Coulee 
Dam, Garrison Dam, Shasta Dam, cement and aggregates, Los Angeles aqueduct, 
tunnels for the water supply of New York City, Mare Island Shipyard and shore 
facilities, and Detroit Dam. 

Shipbuilding: Wartime construction of 1,490 ships, including 807 Liberty ships 
built one-third below the average time required by other plants and one-quarter 
below the average cost of other builders. 

Steel: Building at private risk and successfully operating the first integrated 
steel plant in the Far West, thus becoming the 11th largest steel producer in the 
country. 

Aluminum: Successful operation of 1 of the 3 integrated aluminum com- 
oanies in the United States with major plants in the States of Washington, 
uisiana, Maryland, Ohio, and California. 

Cement: Construction and successful operation of the largest single cement 
plant in the United States and the most important producer of cement, gypsum, 

and other building materials in the Far West. 

Metal products: Successful operation of a metal fabricating company (Kaiser 
Metal Products Co.) producing automobile and aircraft parts and various types 
of household equipment sold by Sears, Roebuck & Co., a coowner of the company. 

Automobiles: Formation and operation of the first company to succeed in 
entering the automobile industry since Chrysler in 1927, with more than 700,000 
cars already on the road 
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Il. Cost Comparisons With OTHER PRODUCERS 
SUMMARY 


1. General Cook testified at the hearings that Kaiser-Frazer’s costs were not 
comparable with Fairchild’s costs. 
2. The following factors must be taken into consideration in order to attempt 
a comparison with Kaiser-Frazer’s costs: 
(a) Type of aircraft being built. 
b) Conditions existing during the period. 
(c) Percentage of capacity of plant being used in relation to total size of the 
plant. 
d) Percentage of capacity of plant being used in relation to the machine tool 
and tooling capacity. 
e) Changes in design of the aircraft occurring during the building period. 
f) Whether or not engineering information was available with sufficient lead 
time to provide proper planning. 
Adjustments for actual differences in labor rates and material costs as 
between areas. 
h) Adjustments due to increases in cost on account of inflation. 
Adjustments for the number of aircraft being built on which plant rear- 
rangement and cost of tooling are being amortized. 
)) Adjustments for differences in cost due to plant ownership—that is, 
whether it is Government-owned and furnished free of charge, or whether it is 


privately owned. 

3. It is obvious from the factors listed above that numerous adjustments 
must be made by anyone attempting an equitable comparison. These adjust- 
ments are matters of opinion on which individuals may reasonably differ. Equit- 
ible cost comparisons are not simply a matter of adding and comparing two 
columns of agreed figures. Assumptions that cannot be proven underlie virtually 
every figure in the table. 

!. At Willow Run the Air Force was buying capacity, in addition to 159 planes. 
Neither the Hagerstown facility nor any other suitable and then available facility 
had individually, or combined, the tremendous reserve capacity that exists in 
Willow Run. Cost comparisons must also take this factor into consideration. 

5. The cost comparisons on figures prepared by the Air Force auditors at 
Willow Run and Hagerstown contain a number of inherent errors, regardless of 
the validity of the assumptions on the basis of which they are prepared. 


A. COMPARISON WITH FAIRCHILD COSTS 


1. Virtually the entire committee hearing on June 5 was devoted to a detailed 
comparison of the cost of performing the C-—119 contract at Willow Run and the 
cost of performing the various Fairchild C—119 contracts at Hagerstown. We do 
not believe that the figures presented were comparable in any fair or realistic 
sense, The testimony of the Air Force officials before this committee was to the 
same effect (transcript, pp. 20, 232-237, and 395). The primary factors or 
noncomparability were summarized by General Cook beginning at page 232 of 
the transcript. General Cook’s summary was as follows: 

“General Coox. Kaiser-Frazer special tooling which is sufficient to support 
the originally planned production rate at Willow Run of almost four times the 
Fairchild current rate is fully amortized over the initial contract quantity, which 
is normal Air Force procurement practice. 

“This means, however, that each airplane’s cost from Kaiser-Frazer includes 
over $130,000 for special tools. Had Kaiser-Frazer not been phased out of C—119 
production and the originally planned large follow-on quantities of over 1,000 
airplanes been procured, there would be not further charges for tooling. This 
condition exisis now with Fairchild, who have charged off all project tool acquisition 
costs on previously completed contracts. 

“The basic manufacturing plan, process planning, flow sequence and supporting 
machine tool requirements in Willow Run were established and physically imple- 
mented when the required production goal was to establish manufacturing con- 
ditions to support optimum production at a rate of 93 airplanes per month, 

“Such an expanded layout with production support operations established for 
high rate production suffers very adversely in regard to production overhead 
when operated at a small percentage of capacity so that the unit cost of each article 
produced at low rate bears a shop burden charge of much higher values than would 
be experienced at shop-load factors more nearly approaching saturation, 
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“Fairchild by comparison has a mobilization capacity of only 35 airplanes per 
month, is geared to a basic manufacturing plan for rates even lower than this, and 
operates in a total plant area of about 40 percent of the floor space devoted to 
C-—119’s alone in Willow Run. 

“The Kaiser-Frazer organization, at all levels, was to a large degree unfamiliar 
with the arts and skills peculiar to the production of aircraft. The unit cost of 
each of the relatively small quantity of C-119’s on order includes a significant, 
but perhaps not directly assessable, cost incurred for training that organization 
to build airplanes. 

“It is emphasized that this conversion of skills necessarily took place primarily 
within the incumbent personnel structure, since wholesale proselyting from other 
manufacturers then performing to their capacity on equivalent or higher priorit 
programs could not be, and was not tolerated by either Kaiser-Frazer or the Air 
Force. 

“In other words, the C-119 contract is paying not only for a specific airplane 
and future potential for that airplane, but zt is also serving as a vehicle for paying 
for the creation of a hitherto nonexistent capacity vn berng for the supply of any other 
type airplane the requirements for which could not be fulfilled in a timely manner 
from existing sources. 

“Again, in direet comparison to Fairchild, current Fairchild prices include no 
such costs because Fairchild has had over 20 years experience as an airplane 
producer, the last 10 of which have been in relatively large volume programs. 

“‘Kaiser-Frazer wage scales are somewhat higher on a labor area basis than 
Fairchild’s, and it is also quite possible that individual productivity per dollar 
expended is greater at Fairchild because of their more stable labor market. 

“The cost of plant rearrangement, that is, the compression of an operating 
automobile manufacturing plant into 40 percent of its original area at Kaiser- 
Frazer, is entirely charged to the 159 Kaiser-Frazer airplanes. 

“Fairchild costs include no such item since their plant layout has gradually 
evolved with no radical changes during 7? years of continuous manufacture of the 
C-119 and its parent, the C-82. 

“In the early stages of the program, Kaiser-Frazer quoted delivery schedules 
which resulted in such abbreviated manufacturing flow times that orderly, 
balanced, and efficient shop operations were seriously jeopardized. No such 
condition exists at Fairchild, which is reflective of the relative degree of aircraft 
experience of the two manufacturers. 

“The configuration of the airplane ordered from K aiser-Frazer had not been subject 
to manufacturing proof by the licensor—Fairchild—prior to Kaiser-Frazer’s entry 
into its production. 

“This was caused by a slippage in delivery schedules of the R-3350 engine 
which did not allow support of earlier phased deliveries of C—119’s being produced 
at Fairchild with that engine. 

“Under the “broad base’’ program policy of production support, Kaiser was 
encouraged to subcontract considerable work, and that, I may add parenthetically, 
is the reason why there is a difference between the red portions on those two 
models. 

“At that time we were told to broaden the subcontracting base, to get sub- 
contractors into the picture so that more people would be trained in aircraft 
production and aircraft accessory production. 

“Although their subcontracting was moderate—30 percent of airframe—in 
comparison to some programs, it is considerably greater than Fairchild’s, and 
involved the same problems of activation in the subcontractor’s plants as were 
experienced by Kaiser-Frazer in Willow Run. 

“All of the costs of activating these new subcontractors are included in the 
total cost of the 159 C—119 airplanes at a unit price effect of over $250,000. 

“Kaiser-Frazier’s direct-labor base for aircraft operations has been almost 
wholly supported by the C—119 aircraft and concurrent spare-parts program. 
Fairchild has the advantage of spreading fixed overhead over spares reorders 
which not only increase the direct shopload but tend to smooth out variations in 
shoploading. 

“The stretchout of the reduced C—119 program at Kaiser-Frazer to maintain a 
balanced working force availability for the subsequent C-123B airplane, which 
is still in its early stages, has caused additional charges, primarily in overhead—as 
a function of time—to the C-119 program which are conservatively estimated at 
$6 million. 'This was considered a more desirable alternative than closing down 
and subsequently reactivating for the C—123 program. 

“In conelusion, there can be little comparison between two contractors, one 
operating a large plant at a low rate and the other a small plant at a higher rate; 
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one experienced and in going production, the other inexperienced and requiring 
tooling and training; one preparing for a high peak rate of production as mobiliza- 
tion insurance, the other already in the process of achieving its peak and a con- 
siderably lower peak; each with the varying concepts of tooling, overhead and 
management common to their particular industry. 

“Even their methods of computing direct-labor hours and overhead differ, 
making costs in this area not comparable. 

“Under the Kaiser contract, the Air Force set out to create new productive 
capacity and insurance—both for a growing Air Force and for mobilization 
reserve and not merely a specific quantity of aircraft.’’ [Italics supplied.] 

2. General Cook did not include all of the factors that, in our opinion, need 
to be considered in determining whether our situation and Fairchild’s are com- 
parable, but he did list a number of the important differences in the two operations. 
For example, he pointed out that Fairchild had charged off all of the project tool- 
acquisition costs on previously completed contracts. Certainly it would be 
unfair to permit the public to draw the conclusion that Fairchild’s current costs 
are comparable to K-F’s, without making an adjustment for this fact. 

3. It is therefore, an entirely false premise to make comparison between Fair- 
child’s current costs and Kaiser-Frazer’s current costs on a per-plane basis. 
Likewise, it is equally fallacious to make the comparison attempted by the 
committee staff between Fairchild’s costs on its first C-119’s and K-F’s present 
costs, without taking a number of factors into consideration. The rise in the 
price level alone makes a tremendous difference. Thus, Fairchild’s labor costs 
for 159 C-119’s, as shown at page 297 of the transcript, were primarily incurred 
in 1948 to 1950 when the prevailing wage rate was substantially lower than it is 
today. The difference in wage rates is reflected not only in direct-labor costs 
but in all other costs for overhead, materials, subcontract engineering, tooling, 
and so forth. 

4. Kaiser-Frazer started from scratch in building C-119’s. Fairchild’s first 
159 C-119’s were built after Fairchild had already built over 200 C—82’s, a plane 
of the same basic type. We do not understand why this fact was not brought 
out in the questioning of Mr. Mautner (the Air Force auditor for the eastern 
district who presented Fairchild’s costs), because a substantial portion of the 
training of labor forces, plant rearrangement, tooling, aud similar costs applicable 
to Fairechild’s C-119 work was written off on the C—82 contracts and, therefore, 
available to the first C—119 contract free of charge. This is a clear instance of 
unfair comparison. 

5. A review of the testimony of Mr. Mautner, Air Force auditor for the eastern 
district, on page 300, shows that Mr. Anton asked the question—referring to the 
costs per plane on 71.4 airplanes for Fairchild—as to whether or not these costs 
included all preproduction costs. Mr. Mautner testified: “On that contract, 
yes, sir.”’ This evidently implied that there were preproduction costs that had 
been written off on other contracts, but there was no further questioning on that 
point. Mr. Anton then asked: ‘It included all tooling, did it not?’ Again, 
Mr. Mautner testified: ‘‘On that contract.’’ But he went further, to say: “They 
might have had some tooling from the previous contract. I would not know 
what they would use on that.’’ There was no further questioning as to what 
costs were incurred for tooling that had been charged to the previous contracts 
and used free of charge on this contract. 

6. Likewise, there was no questioning to develop the fact that the costs for 
Fairchild as submitted by Mr. Mautner, were for C.-119C’s instead of C—119F’s, 
and that, therefore, adjustments should be made in order to arrive at a fair 
comparison. 

7. Mr. Mautner also introduced some exhibits, purporting to be costs to the 
Government of Fairchild’s production of its first 71.4, 159, and 412 C—119 air- 
planes, respectively. If we assume that these figures are correct and properly 
reflect the cost of planes at these points—which we find very difficult to do be- 
cause we are certain the costs were not recorded on that basis—our calculations 
show that, at the 159 plane point, Fairchild’s cost per hour for direct labor was 
$1.35. We doubt whether this is correct. However, if comparisons are to be 
made, Kaiser-Frazer’s labor rate is $2.02 per labor hour. The difference is 
$0.67 per hour, or about 50 percent over Fairchild’s rate when it was building 
the 159 planes. If Mr. Mautner’s figures were correct, and we were attempting 
to compare labor costs, it would be necessary to adjust Fairchild’s costs by adding 
approximately $11,195,000 to the Fairchild costs—or an average of about $70,000 
per plane. This is just one example of the adjustments required to make proper 
comparisons, 
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8. Adjustments for all of the other factors listed at the beginning of this part [1 
should be made in the Fairchild costs if an attempt is to be made to compare 
them with K-F costs. 

9. To illustrate how many questionable assumptions are built into the estimates 
of Fairchild’s costs prepared by Mr. Mautner, presumably at the direction of the 
committee staff, for the purpose of making a comparison with Kaiser-Frazer’s 
costs, it is necessary only to make one further assumption—and a very reasonable 
one—that Mr. Mautner did not make. This is to assume that Kaiser-Frazer’s 
costs on its first cargo-plane contract are comparable to Fairchild’s costs on 
Fairchild’s first cargo plane of the same type. The first cargo planes built b) 
Fairchild were not C-119’s but C-82’s. Fairchild built approximately 200 
planes of the C-82 type. The C-119 is basically a modification of the C-82 

10. According to an Air Force press memorandum dated September 29, 1952, 
Fairchild “had a unit price in excess of $650,000 on the C-82” in 1947. 

11. The C-119 airframe weighs approximately 40 percent more than the C-82 
airframe. During Kaiser-Frazer’s manufacturing period (1951-52-53) general 
cost indexes were approximately 50 percent higher than during the period (1945 
46-47) when Fairchild built its C—82’s. 

12. If Fairehild’s $650,000 unit price on the C-82 is adjusted for these 2 
facts alone, the results are as follows: 

1. Conversion—Airframe weight from C-82 to C-119: 
26,789": 
X $650,000 - 


$915, 00 
50.400 bea iit eNids KUQUISSSEME 8.4142 wcbs $915, 000 
2. Conversion—1945—46—47 dollars to 1951-52-53 dollars: $915,000 X 

eae seovecea teal ieeidtisiaien clk tiatatadial tina taaieeaelaeiensi AE Cd 1, 372, 000 
Adjusted estimated unit price of Fairchild C-82’s_......._...._._ 1, 372, 000 


13. In addition to the adjustments that should have been made in Fairchild’s 
costs for purposes of comparison, other adjustments should have been made in 
Kaiser-Frazer’s costs 

14. Thus, it should have been pointed out that at Willow Run, the Air Force 
is buying capacity in addition to 159 planes. Several rates of production have 
been mentioned as maximum capacity for Willow Run. We believe it can con- 
servatively be stated that 500 C-119’s per month could be built. Some of our 
estimates have shown that it is possible to increase this to 600 per month. 

15. Equivalent capacity could not have been purchased at Hagerstown, nor at 
Park Ridge which had been under consideration for reactivation by Fairchild. 
The Park Ridge facility, as the testimony shows, is in poor condition and requires 
substantial rehabilitation. Therefore, the Air Force, when it decided to use the 
Willow Run facility instead of contracting with Fairchild to reopen the Park 
Ridge facility, was bringing in a much greater reserve capacity by use of Willow 

tun rather than Park Ridge. Further, as an automobile manuafcturer, Kaiser- 
Frazer had established contacts with automotive tooling vendors who could be, 
and were, brought into the aireraft tooling program, which further broadened the 
mobilization base, by creating the capacity of an additional family of aircraft 
subcontractors. 

16. Next, in order to have a figure to compare with the Fairchild cost, the 
Willow Run Air Force auditor prepared an estimate of cost for completion of the 159 
planes. This estimate totaled $212,923,341. A check of his addition shows that 
it should be $213,923,341. This estimate was not checked with Kaiser-Frazer 
and we do not agree with it. Our reasons for disagreeing are set forth in detail 
in part III—-C of this memorandum. For the reasons there stated, we believe 
that under present circumstances a truer picture of Kaiser-Frazer’s contract cost 
is our estimate of May 8, 1953, which shows a total contract cost of $198,525,182. 
Divided by 159 planes, this gives a unit cost of approximately $1,248,580, if special 
tooling, preproduction expense, and plant rearrangenemt are included in plane 
costs, as Mr. Solomon computed plane costs in his testimony. 

17. However, this figure must be adjusted before it can properly be compared 
with Fairchild’s costs. For example, Fairchild had no plant rearrangement 
cost—Kaiser-Frazer had over $4 million. Fairchild had only 372,000 of prepro- 
duction expenses, since it had already made the similar C-82 plane for several 
years, while Kaiser-Frazer had $19 million, including preproduction cost of its 

subcontractors. Fairchild had approximately $4,400,000 of special tooling, 


according to the Air Force resident auditor-——Kaiser-Frazer had more than $19 
million. 
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18. There is a reason why the tooling and plant rearrangement costs that 
Kaiser-Frazer will incur in the performance of the contract seem large when 
compared to the small amounts for Fairchild. Fairchild had amortized its 
original tooling costs over a large number of both C-—82’s and C-119’s so that 
these tooling costs are not reflected in Mr. Mautner’s estimates used in the 
testimony. 

19. In addition, the tooling amount is higher on a comparative basis because 
Kaiser-Frazer was asked to tool for a much larger planned capacity than neces- 
sary to produce 159 planes on the contract schedule. ‘Therefore, more tools of a 
more durable nature were required by Kaiser-Frazer than was the case with 
Fairchild, whose capacity is only 33 to 35 planes per month. 

20. Kaiser-Frazer charges of this type, including loss of value in removing 
automotive equipment amounting to approximately $2 million,‘ totals approxi- 
mately $44,680,000 for Kaiser-Frazer, and $4,487,000 for Fairchild. The excess 
ost to Kaiser-Frazer over that spent by Fairchild is $40,194,000, which, divided 

159, equals approximately $253,000 per plane. This illustrates the type of 
adjustments that have to be made before a fair comparison ot Kaiser-Frazer 
costs with Fairchild costs can even be attempted. 

21. Starting on page 333 of the transcript, Mr. Solomon submitted a schedule 
of ineurred costs, purporting to represent the costs on the first 71.4 equivalent 
airplanes built at Willow Run. The footnote on the costs (tr., p. 337) states: 
“With the time limitations imposed it has not been possible for either the con- 
tractor or the auditor to evaluate these costs in the computation of the equivalent 
airframes completed.” If we understand the computation correctly, it appears 
that Mr. Solomon has included, as chargeable against the 71.4 equivalent ships, 
our entire 772,000 training hours, instead of distributing them proportionately 
over the 159 planes. ‘The schedule also amortizes the entire subcontract costs to 
date, including tooling ® and plant rearrangement, on 71.4 airplanes. It appears 
obvious that this should have been written off over 159 planes. The entire pre- 
production expense of $21,269,293, according to the schedule, is written off against 
71.4 equivalent airplanes. 

22 Senator Flanders questioned this method of amortizing special tooling and 
nonrecurring expenses, and requested the committee to keep this fact in mind 

r. p. 338). It is obviously unfair to make a comparison when one of the cost 
figures to be compared is computed by writing off against a portion of the contract 
all the training hours, subcontract costs, and preproduction expenses, which are 
clearly items that are chargeable to the entire contract. 


B. COMPARISON WITH COSTS OF OTHER SECOND-SOURCE PRODUCERS 


1. At the present time, there are several other second-source producers of mili- 
tary aircraft under Air Foree contracts in addition to Kaiser-Frazer. For ex- 
ample, General Motors is producing Republic F—84 fighters at Kansas City and 
Lockheed is producing Boeing B—47 bombers at Marietta, Ga. 

2. The costs being incurred by General Motors at Kansas City, and by Lock- 
heed at Marietta, are not available to us. The committee has requested the Air 
Foree to submit data comparing the costs of these producers to the costs of the 
primary producers of the same items, so that the ratio of cost difference between 
the primary and second source can be compared with the similar ratio on the C—119 
(tr. p. 259). 

3. While we do not know what these comparisons should show, we understand 
that—at least, in the General Motors case—it was generally expected that General 
Motors’ costs per plane would run 4 or 5 times higher than Republic’s cost per 
plane, based on the type of plane which Republic was building at the time. 

1. Another possible basis of comparison would be to compare Kaiser-Frazer’s 
costs for the C-119 with Fairchild’s proposal, submitted in 1951, to build 193 
C-119 aircraft at the Government-owned plant in Park Ridge, Chicago, Ill. 
We do not have the information needed to make this comparison, but it may be 
available to the committee. We believe that, when the Fairchild estimate is 
adjusted for the fact that Park Ridge was to receive tooling and priming parts 
from Willow Run, thus requiring an upward adjustment of Fairchild’s costs and 
a downward adjustment of Kaiser-Frazer’s costs (since this tooling is now charged 
entirely to Kaiser-Frazer’s 159 planes), and when Fairchild’s estimate is further 


‘ This item of loss of value in removing automotive equipment covers, primarily, the asset value of the 
labor, which was originally necessary to install this equipment. 

5 Included in the Willow Run tooling cost, as noted in the schedule, is $1,563,000 of completed -tools 
soquired by Kaiser-Frazer to prime Fairchild’s Park Ridge operation. This item should of course have 
ween excluded 








390 AIRCRAFT PROCUREMENT 


adjusted to allow for the cost to the Government of renovating the temporary 


wartime structures comprising the Park Ridge plant, the Fairchild estimate 
would be far above the Hagerstown unit costs that have been placed in the 


record. 


5. In selecting the Willow Run facility for the production of airplanes, the 


Air Force was saved the expenditure of approximately $30 million to $40 million 


for the construction of new facilities. This is based on an estimated cost of 
approximately $20 per square foot on approximately 1 million to 2 million square 


feet. of space (the amount used at Willow Run) for the production of military 
aircraft. It might be argued that this could represent a savings to the Govern- 
ment of as much as $150,000 to $200,000 per plane, based on 159 planes. Such 
an argument would be at least as valid as the argument that Kaiser-Frazer’s 


“second source”’ cost for 159 planes should be compared with the cost of a producer 


who has produced 800 planes of the same basic type in a Government-owned 
plant. 


Ill. Comparisons or Our PerrorMance Wi1Hn THE ORIGINAL AGREED 
EsTIMATES 


SUMMARY 


1. The proper measure of Kaiser-Frazer’s performance is not whether we have 
built C-119s as rapidly and cheaply as the original designer has produced some 
800 C-119s and C-82s. As noted by Senator Symington (tr., p. 224) and by 
Senator Duff (tr., p. 241), the proper measure is whether our pe:formance com- 
pares favorably with the estimates agreed on with the Air Force at the time the 
definitive contract with Kaiser-Frazer was worked out. 

2. During the hearings a number of charges were made that our performance 
on the C-119 contract has been poorer than the original estimates. These charges 
have related both to the time in which the job is being done and to the costs being 
incurred. The evidence summarized below shows that, allowing proper weight 
to the many difficulties encountered, most. of them entirely beyond our control, 
both the time and cost of our performance have been good when compared to the 
original estimates agreed on with the Air Force. 

3. A basic factor affecting our performance was that we were building C-119s 
for the first time. We were ordered to build a new model—the C—119-F—that 
had never been built by anyone before. We were to be upplied with the required 
technical data and engineering drawings under a technical assistance agreement 
with Fairchild. We did not receive all of the data and drawings required to build 
the plane at a new plant; much of what we did 1eceive was months late, and an 
important part was inaccurate or outdated. As a result, we were forced to de- 
velop a good deal of the basic tooling data and drawings ourselves. This seriously 
affected both the time and cost required to complete our contract. 

4. Nevertheless, as of April 30, 1953, the date selected by the committee staff 
for its comparisons, we had built 71.4 equivalent airplanes, and, based on our 
present estimates, we expect to complete the entire 159 by December 31. 

5. We estimate that our unit cost per plane for the entire 159 planes including 
tooling and plant rearrangement will be only 10.8 percent higher than the estimate 
contained in the definitive contract, not 2 to 3 times higher, the impression created 
in the hearings. An overrun of 10.8 percent on the original estimated price 
contained in the definitive contract is not excessive and will compare favorably 
with Air Force experience on other CPFF and fixed-fee contracts with contractors 
producing a particular aircraft in quantity for the first time. 


A. THE TECHNICAL ASSISTANCE PROGRAM 


1. In aceordance with a long-established Air Force practice and procedure, the 
Air Force requested Fairchild to give technical aid to Kaiser-Frazer and to supply 
certain “‘priming”’ parts in the early stages. 

2. This arrangement was normal Air Force practice whenever additional pro- 
ducers are added to a program, 

3. A formal technical-assistance agreement between Fairchild and Kaiser- 
Frazer was executed and delivered to the Air Force in February of 1951. The 
intent of the technical-assistance agreement was to furnish necessary data to 
Kaiser-Frazer as soon as possible in order that Kaiser-Frazer could get a large 
quantity of C-119’s into production quickly, in view of the national emergency. 

4. Kaiser-Frazer was informed in late December 1950 that the Air Force in 
its files an industry mobilization-planning study in connection with the C-119 


RG AG? Lo a eV 


airplane, ¢ 
Foree by | 
had been 
tion the C 
5. Fort 
until early 
(a) The 
(b) The 
(c) We 
(d) The 
fore not a 
| year. 
‘6. The 
changes V 
7. Due 
shortly a 
to furnist 
agreemen 
understot 
had beer 
should us 
up-to-dai 
coordina 
“Omaha 
8. Itt 
accordin, 
technica’ 
9. Al 
design, 1 
third of 
and desi 
Willow 
were in 
situatior 
10. 8 
the Fair 
randum 
the pros 
of Faire 


To: Mi: 
From: 
Subject 

Duri 
Fairchi 
chief t 
fixture: 
tooling 
tools h 
been ¢ 
was m 
design 
shippe 
Fairch 
dimen 
furthe 


On 
desigr 
where 
child, 


® ASi 
being u 
7 The 





Orar 
imate 
n the 


By «Ul 

Lillio 
st of 
yuare 
litar 
vern 
Suc! 
Zer 

luce) 
wne 


have 
ome 
1 by 
om 
the 


ance 
rges 
bing 
ight 
rol, 

the 


19s 
hat 
red 
ent 
lild 

an 
de- 


sly 


aff 
yur 


ing 
ate 
ed 
ice 
aly 
rs 


AIRCRAFT PROCUREMENT 391 


airplane, called the “(Omaha package,’’ which had been prepared for the Air 
Force by Fairchild. The “Omaha package,” we were advised by the Air Force, 
had been prepared some time before, in anticipation that in the event of mobiliza- 
tion the C-119’s might be built at Omaha. 

5. For the above reasons we faced a very serious problem that was not received 
until early summer of 1951. The problems were these: 

a) The “Omaha package’’ was not up to date. 

b) The Fairchild drawings were not up to date. 

c) We had been required to build model C-119F instead of C-119C, 

d) The engineering information for the C-119F was not developed and there- 
fore not available except as developed by Fairchild, which took a period of almost 
| vear. 

6. The F model airplane differed from the C model to the extent of some 81 
changes which affect approximately 30 percent of the airplane. 

7. Due to the fact that a strike was in effect at the Fairchild Hagerstown plant 
shortly after the award of this contract to Kaiser-Frazer, Fairchild was unable 
to furnish any drawings or technical data as provided in the technical-assistance 
agreement. It was therefore necessary to use the “Omaha package.”’ It was 
inderstood that the ‘(Omaha package’’ did not reflect many of the changes that 
had been made in the C—-119C model. But it was agreed that Kaiser-Frazer 
should use this information until such time as Fairchild was in a position to furnish 
ip-to-date information. All parties recognized that it would be necessary to 
coordinate the up-to-date information with the information obtained from the 
‘Omaha package.”’ 

8. It took Fairchild almost a year to develop the F engineering information and 
accordingly, the F tooling information. There were also deficiencies in the 
technical information that was furnished on the C airplane. 

9. A review indicates that the usable portions of the Fairchild-furnished tool 
design, under the technical-assistance agreement, represented approximately one- 
third of that which was required. The remaining two-thirds had to be developed 
and designed by Kaiser-Frazer. This situation occasioned various meetings at 
Willow Run and Hagerstown, at which time the local Air Force representatives 
were in attendance, and Fairchild and the Air Force were informed that this 
situation was seriously affecting Kaiser-Frazer’s delivery schedule. 

10. Specific examples of the tool design difficulties which we encountered under 
the Fairchild technical-assistance agreement are contained in the following-memo- 
randum from Mr. W. M. Moelk, who was chief tool designer at Fairchild during 
the program, and subsequently transferred to Kaiser-Frazer with the full approval 
of Fairchild: 

JUNE 17, 1953. 
To: Mr. T. F. Riddle. 
From: Mr. W. M. Moelk. 
Subject: C-119 tool designs. 

During the time that Willys Motors, Inc.,’ entered into negotiations with 
Fairchild to receive full information pertaining to tool design, I was employed as 
chief tool designer at Fairchild. The designs, especially the major assembly 
fixtures, were very incomplete, approximately 40 percent of the subassembly 
tooling having been built on the floor without any design. In some cases where 
tools had been built at Fairchild and found to be unsatisfactory, the tools had 
been completely redesigned and reworked on the floor, and the final information 
was not incorporated in the drawings. This caused a condition of having two 
designs on a tool supposedly built for one specific assembly, which, in turn, were 
shipped to Willow Run without screening by the Fairchild aircraft division. 
Fairchild, in an attempt to correct this situation, made tooling sketches without 
dimensions. These were also forwarded to Willys Motors to build tooling, which 
further created unnecessary tool-build problems. 


DETAIL TOOLS 


On Erco jigs, Kirksite blank dies, steel blank dies, there were practically no 
designs at Fairchild and none available to Willys Motors, Inc. On draw dies 
where the tooling had been subcontracted to design and build shops by Fair- 
child, there were many cases where drawings were not available to Willys Motors. 


® As already noted, the use of the Government’s Omaha plant was dropped beeause the buildings wer e 
being used by the Strategic Air Command. . 
’ The new name of the Kaiser-Frazer subsidiary performing the C-119 contract. 
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TEMPLATES 


Templates were built by two vendors, one being Mr. McIutyre and the other 
being a Mr. Mike Fuller. Neither of these vendors had qualified template per- 
sonnel to do this work, although the finished product was checked by Fairchild 


template inspection. These templates were not adequate without a large amount 
of rework to build required tooling. 


LOFTING 


There was a definite lack of coordination between lofts and detail templates 
throughout the program. A specific example was in the loft lines of the outer 
wing panel which had a discrepancy of \% inch in the rear spar. This created an 
extremely large amount of tooling rework and necessitated additional assembly 
build time and high scrappage of preformed details. 


ASSEMBLY FIXTURES 


Some of the major assembly fixtures on which the designs were furnished to 
Willys Motors, Inc., had never been built. They had been designed strictly from 
a mobilization standpoint as a fixture that would have been built had production 
warranted. These designs had never been checked. No tooling had been built 
over these designs, and, as in most cases, there were errors which had to be caught 
during the build. These fixtures consisted of the outer wing final, outer wing 
leading edge, and outer wing trailing edge assemblies. 

It is my sincere believe that any and all of the above-mentioned discrepancies 
created additional tooling costs and had a serious effect on overall costs and 
schedules. 


W. A. Moe .k. 

11. Mr. Moelk’s memorandum mentions the template situation in his enumera- 
tion of tool-design difficulties which we encountered under the tecbnical-assistance 
agreement with Fairchild. A template is a pattern or mold used as a guide for 
making special tools or parts. Under the technical-assistance agreement, Fair- 
child was obligated to supply us with a complete set of tooling templates scribed 
on 4-by-8 aluminum sheets. From 60 to 75 percent of the templates which Fair- 
child furnished were inaccurate or incomplete and had to be reworked or replaced. 
Some of the reasons for the defects in these templates are described in a memo- 
randum prepared by Mr. Robert Debenport, who was assistant superintendent 
of Fairchild’s tool-manufacturing division during the period when K—F was being 
furnished with templates under the technical-assistant agreement. Mr. Deben- 
port is now general superintendent of K—F’s tool-manufacturing department. His 
change of employment took place with Fairchild’s full approval. 


June 18, 1953. 
To: T. F. Riddle. 


From: B. Debenport. 
Subject: C-—119 tooling. 


Following are some of the conditions which were encountered by Willys Motors, 
Inc.,® after receipt of the assistance package from Fairchild: 


TEMPLATES 


At the time that Willys received the contract for the C-119, I was employed 
by Fairchild as superintendent of the tool-manufacturing division, having under 
my supervision the manufacturing of all templates and tooling. It was decided 
at Fairchild that I would not duplicate any tooling templates in the Fairchild 
facility due to the anticipated overload that would occur upon the receipt of 
engineering information on the C—160 which was then in the process of engineering. 

The C-119 tooling templates were drawn from the storage crib and shipped to 
two vendors for duplication. One of the vendors was a tooling shop owned and 
operated by one Mike Fuller. The other was Mr. R. L. McIntyre. Mr. McIntyre 
had no shop at that time but set up a temporary operation in a vacant building. 
His equipment consisted of sawhorses and boarding laid over same to create his 
worktables. Practically no experienced help was used by either shop in making 
the new templates. These templates were scribed from the tooling templates 
furnished by Fairchild and were not checked to the loft lines. They were, how- 
ever, inspected by Fairchild template inspection. 


* The name of Kaiser Manufacturing Corp., the K-F subsidiary which holds the C-119 contract, was 
recently changed to Willys Motors, Ine. 


The wri 
chief tooli 
that Willy 
build deta 
feeling thi 
original le 
Willys ter 
many Cas 
many of t 
the progr 
that were 
incorrect. 

In July 
Willys M 
turing de 
original ¢ 
approxi 
percent, | 
discovere 
which ne 
tion was 
that wer 

It is tl 
cost Will 
effect on 


if: 
parts pr 
2 shipse' 
parts. 
in the 3 
priming 
enginee? 
the C a 
the F a 
13. 7 
It prev 
As @ re 
Fairchi 
items d 
14." 
Kaiser- 
sympat 
that if 
would 
15. . 
Kaiser 
child’s 
his suy 
ever bi 
DIstTR 
Will 
(1) 
Aircra 
techni 
Short! 
Fraze 
for F: 
1952 
Kaise 
ploy | 
at Ks 





‘Its 
vortior 
rom tl 
parts t 





Other 
> per- 
‘child 
LoOunt 


lates 
suter 
d an 
mbly 


era 
nee 
for 
air 
bed 
air- 
‘ed 
no- 
ent 
ing 
en- 


His 


AIRCRAFT PROCUREMENT 393 


The writer visited the above-mentioned shops and pointed out to the Fairchild 
chief tooling inspector that these templates were not complete or correct, and 
that Willys Motors, Inc., would encounter serious trouble when they tried to 
build detail tools from the above-mentioned templates. The writer’s reason for 
feeling this way was that most of the Fairchild templates were cut from the 
original lofts and all the information that was required was not scribed on the 
Willys templates, such as inside and outside mold lines were not identified——in 
many cases only one of the lines appeared. Hole sizes were not identified, and 
many of the tool holes not identified as same. However, in spite of my warning, 
the program was continued, and Willys received inspected, stamped templates 
that were supposedly up-to-date and correct, but were actually incomplete and 
incorrect. 

In July of 1951, I left the Fairchild aircraft division to accept a position with 
Willvs Motors, and I am presently general superintendent of the tool-manufac- 
turing department, and in the 23 months I have been here at Willow Run my 

rinal concern has been verified. For example, of the entire template package, 
approximately 75 percent were proven incorrect or incomplete; and, of that 75 
percent, approximately 50 percent had to be remade. These discrepanices were 
discovered after the detail tools had been built and received and often parts made, 
which necessitated recoordination, and tool and template rebuild. This condi- 
tion was caused by the making of tools from templates received from Fairchild 
that were not correct. 

It is the writer’s opinion that the above-mentioned template discrepancies have 
cost Willys Motors months of production time, and have had a serious, detrimental 
effect on cost. 

Bos DEBENPORT. 


12. The other major part of the technical-assistance agreement was the priming- 
parts program. Under this agreement Fairchild was to furnish Kaiser-Frazer 
2 shipsets of major assemblies, 3 shipsets of subassemblies, and 9 shipsets of detail 
parts. This program was also generally completed in accordance with the schedule 
in the agreement. However, at the time Kaiser-Frazer started receiving the 
priming-parts assistance from Fairchild, the F model airplane had not yet been 
engineered or tooled. So, the parts that were shipped to Keiser-Frazer were for 
the C airplane, which was the one that Fairchild was presently building, and not 
the F model that Kaiser-Frazer was scheduled to build. 

13. The above conditions had serious effects on Kaiser-Frazer’s tooling program. 
It prevented us from completing our tooling program in time to produce parts. 
As a result, an additional 16 shipsets of detail parts had to be requested from 
Fairchild. These parts were for Willow Run only and with the exception of some 
items did not inelude parts for Kaiser-Frazer’s subcontractors.® 

14. There is evidence that Fairchild’s failure to perform the obligations to 
Kaiser-Frazer under the technical assistance agreement stemmed from its lack of 
sympathy with the program for a secondary C-119 source, and its expectation 
that if the Kaiser organization did not sueceed in building the C-119, the work 
would be transferred to Fairchild. 

15. A former Fairchild employee assigned as one of its coordinators under the 
Kaiser-Frazer contract and now employed directly by Kaiser-Frazer with Fair- 
child’s full approval, Mr. William F. Sherbrook, has stated in an affidavit that 
his superior at Fairchild told him: ‘‘We are not interested whether or not Kaiser 
ever builds a C—119 aircraft.”” The affidavit of Mr. Sherbrook is as follows: 


Districr oF COLUMBIA ss: 

William Francis Sherbrook, being duly sworn, deposes and says: 

1) From September 1948 through March 1952 I was employed by Fairchild 
Aircraft Division of the Fairchild Engine & Aircraft Corp., first as a spare parts 
technician and subsequently as a spare parts representative at Dayton, Ohio. 
Shortly after the second source contract for the C-119 was awarded to Kaiser- 
Frazer Corp., I was assigned by Fairchild to serve as the spare parts coordinator 
for Fairchild under this contract. I continued on this assignment until March 
1952 when, in accordance with procedures established between Fairchild and 
Kaiser-Frazer, Kaiser-Frazer obtained the wiitten approval of Fairchild to em- 
ploy me directly. 1 am now the superintendent of the service spares Cepartment 
at Kaiser-Frazer. 


* It should be noted that the 16 shipsets of additional parts did not cover the complete Willow Run-made 
portion of the airplane—those parts that Willow Run was tooled for and capable of producing were deleted 
from the list. It should also be noted that in the 30 shipsets of priming assistance, 25 shipsets were in detail 
parts that required assembly and final operations to put in the form of a completed aircraft. 
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_ (2) When I was first assigned by Fairchild as spare parts coordinator on the 
Kaiser contract, I was specifically instructed by my supervisor, Mr. George \W. 
Dress, to maintain complete control over the spare parts program at Kaiser, in 
anticipation of the day when Fairchild would be asked to take over and complete 
performance of the Kaiser contract. 

(3) Before being employed by Fairchild, I had been employed by the Glenn |. 
Martin Aircraft Co. during World War II, and, as part of my duties, was direct|y 
connected with Martin’s second source operation at Omaha, Nebr., during World 
WarlII. Under this program, Martin produced at Omaha both the B-26 esigned 
by itself and the B-29 designed by Boeing. I was the senior spare parts engineer 
of the company, and I was closely connected with the detailed engineering plans 
made for the second source operation at Omaha. This was an extremely success- 
ful operation, because Martin, of course, furnished all necessary detailed data 
concerning its own plane, the B-26, and also received complete cooperation from 
sage which supplied adequate detailed engineering data on Boeing’s B-29 
plane. 

(4) On the basis of this experience, I recommended to my superiors at Fairchild. 
at the very outset of the Kaiser C-\19 program, that Fairchil propose to the Air 
Force thet the configuration be frozen for the first 15 airplanes to be manufactured 
by Kaiser, and that all current engineering changes be incorporated for the first 
time in the 16th plane built by Kaiser. At the time, Fairchild was in process of 
changing over from the type C C-119 to the type F C-119, incorporating more than 
70 engineering design changes from the type C. I did not believe it would be 
feasible for Kaiser to include all these changes in its first few planes, and this was 
why I recommended that the existing configuration be frozen for the first 15 planes 
built by Kaiser, so that Kaiser could get started with the existing production 
model that was coming off the Fairchild line at that time. This proposal was not 
accepted, and my superior at Fairchild, Mr. Kent Bradford, said to me, “We 
are noe interested whether or not Kaiser ever builds a C—119 aircraft.” 

(5) As a result, when Kaiser received the complete set of priming parts from 
Fairchild for the first C-119 to be assembled by Kaiser, Kaiser learned that these 
parts did not incorporate most of the seventy-odd engineering design changes 
which had to be incorporated into this aircraft. At that time some of these 
changes were not and could not be installed in the planes being assembled by 
Fairchild itself because the required tooling had not yet been completed. Kaiser 
therefore had to rework many of the priming parts, and this is the principal r-ason 
why it was impossible for Kaiser to deliver its first plane on the original schedule 

(6) After closely observing Fairchild performance of the technical assistance 
agreement with Kaiser-Frazer, first as an employee of Fairchild and later as an 
employee of Kaiser, it is my considered opinion that Fairchild did not perform its 
duties to the best of its ability, and that its performance was materially affected 
by its lack of sympathy with the program, its hope, that Kaiser would not be 
successful in building the C—119’s, with the expectation that in this event Fairchild 
would be called on to complete the contract. The Fairchild Dayton representa- 
tive, Mr. Robert Kellhoffer, has stated in my presence that he takes personal 
credit for having the original Kaiser contract for 200 aircraft cut to 159 aireraft 
In my opinion, the quality of Fairchild’s performance substantially increased both 
the cost and the time required for Kaiser to construct its aircraft. 


WriuiamM Francis SHERBROOK. 
Subscribed and sworn to before me this 20th day of June 1953. 


IRENE Kowwar, 


Notary Public. 
My commission expires June 14, 1955. 


B. TIME OF PERFORMANCE 


The speed of our performance can best be judged in the light cf the specific 
problems we faced and had to solve in converting part of an automotive plant so 
as to produce aircraft and automobiles at the same time. 

(1) Conversion —When the C-—119 contract was awarded in December 1950, 
Kaiser-Frazer was devoting the entire Willow Run plant to the manufacture of 
automobiles. All floor space was being utilized and the entire organization had 
been built for the basic purpose of producing and selling automobiles. In 5 
months after award of the contract the automobile-producing facilities had been 
rearranged and consolidated to allow the aircraft division to use over 1 million 
square feet of the Willow Run plant for aircraft production. In 5 months’ time 
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we relocated paint ovens, conveyor lines, and cleaned out about one-third of our 
plant in preparation for the aircraft program. 

(2) Training and first production—By May of 1951, only 5 months after the 
award of contract, Kaiser-Frazer had rearranged the plant to accommodate air- 
craft, had screened the USAF reserve pool of machine tools, and was installing 
the first machine tools for production at Willow Run. By June of 1951 training 
programs, quality control procedures, and production control procedures were 
established and put into operation. Only 6 months after award of the contract 
the first direct man-hours were expended at Willow Run on those machine tools 
installed in the new aircraft area. 

(3) Problems of dual operation—At Willow Run we were pioneering a second- 
souree aircraft operation in a dual-purpose plant. This type of operation was new 
to us and to the Air Force. There were new manpower, supervisory, management, 
and financial considerations that are unique in this type of operation. The answers 
to each problem had to be developed with the urgency of the situation in mind 
and without benefit of past experience or procedure. We developed the necessary 
procedures, organization, and accounting policy to properly allocate charges 
between aircraft and automotive production, all of which was approved by the 
Air Force. 

(4) Subcontracting —Under the second-source policy we were requested by the 
\ir Foree to subcontract 35- to 50-percent airframe weight to facilities not engaged 
in Air Force business at that time. We are proud of the subcontractor program 
that we have established. Our major subcontractors are supplying components 
on or ahead of schedule. In one case a subcontractor is presently supplying com- 
pleted components to Fairchild to support its accelerated program. 

(5) Installing excess caeinaiie ap Defense Department’s second-sourced 
policy contemplated use of existing commerical facilities and organizations that 
would form the basis for rapid expansion in time of national emergency. Kaiser- 
Frazer is now producing the same number of airplanes per month that Fairchild 
was back at the beginning of this program in December 1950, yet today Kaiser- 
Fraser has developed and has available the basis of an organization necessary to 
expand to 500-plane per month production at Willow Run, if necessary, com- 
pared to a maximum production of 35 airplanes per month at Hagerstown. 

(6) Change from the C to the F model.—The original award to Kaiser-Fraser 
was to build the C model of the C-119.. In January and February of 1951, the 
specifications were changed to the later F model, which is approximately 30 per- 
cent different than the C, and requires some 80 changes from the C, including a 
different engine and a hydraulic rather than an electrically actuated landing gear 
and control surfaces. 

Fairchild was responsible for furnishing Kaiser-Frazer the engineering informa- 
tion on the change from the C tothe F. However, the complete engineering infor- 
mation was not received until a year after the time of the duani in specifications. 
Changes were received all during the time we were tooling and building the planes. 
Furthermore, a number of the priming parts furnished by Fairchild were C-119C 
parts which had to be modified by Kaiser-Frazer to F parts. 

In spite of all this, Kaiser-Frazer delivered to the Air Force the first C-119F 
only 1 month after the last engineering information was received and simul- 
taneously with the completion of Fairchild’s first production tryout F model. 

(7) Reduction of man-hours——The number of direct labor hours per airframe 
pound at Willow Run compares favorably with the weighted industry average 
curve on transport type aircraft which was furnished in the Air Force source 
books. 

(8) Fitting in the C-123 program.—Seven months after we started on the C-119 
program we obtained a production subcontract for the C-123 aircraft to be pro- 
duced at Willow Run concurrently with the C-119. This added the heavy load 
of tooling, purchasing, and planning of another program, with the resultant 
number of indirects. In spite of this, Kaiser-Frazer has improved its direct-to- 
indirect. ratio steadily since November 1 of last year. Furthermore, our C-119 
experience should result in substantial savings of time and money in volume pro- 
duction of the C—123. 

(9) Accomplishments to date—Through April 30, 1953, the date selected by 
the committee for its comparisons, Kaiser-Frazer had installed all the necessary 
tooling capable of producing C-119’s at a rate much higher than the present rate 
of production, had assembled and trained its labor force, had assembled a new 
family of subcontractors who had also completed their tooling and trained their 
labor forces, and had produced the equivalent of 71.4 aircraft out of the 159 to be 
built under the contract. 
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(10) The parallel with Willow Run in World War II.—The problems we have 
faced in producing C-119’s at Willow Run are not unique. In fact, very similar 
problems occurred at Willow Run during World War II. As everyone wi! 
recall, construction of the Willow Run plant was started by the Government 
shortly before the outbreak of World War II, for the second source productio) 
of B—24 bombers by Ford Motor Co. Ford did an outstanding job producing 
thousands of B—24’s at a peak rate of over 400 planes per month, at costs below 
those of the primary source, Consolidated Vultee. Ford’s operation is general], 
hailed today as a brilliant success. 

Yet in the early stages of the B-24 program at Willow Run, difficulties aros: 
very similar to those we are faced with today. Almost identical criticisms were 
heard. Ford was accused of having extremely high costs and of producing at 
a very slow rate. 

It is interesting to note the parallel between the present situation at Willow 
Run and the World War II situation faced by Ford, as set forth in an officia 
Air Force report published in August 1946, entitled “B-24 Construction and 
Production,” prepared by the Industrial Plans Section, Logistics Planning Divi- 
sion of the Air Materiel Command: 

“2. At least until the outbreak of war gave unmistakeable urgency to thi 
program, Consolidated was resentful of Ford’s entry into B-24 production and 
did not go out of its way to be helpful. On the other hand, Consolidated did 
have a lot of production problems of its own, was under strong Government 
pressure to increase its output and could at best devote only limited time to 
Ford” (p. 26). 

cs * * ~ * * * 


“5. The data with which Consolidated had been building a limited number 
of B—24’s was not sufficient for Ford’s purposes. -Consolidated had built the 
first Liberator in the amazingly short time of 9 months. It accomplished this 
feat by resorting to shortcuts and shop engineering and allowing production 
engineering to lag. Thus the engineering data turned over to Ford often were 
incomplete and out-of-date. Furthermore, Consolidated used fractional draw- 
ings while the entire Ford organization was accustomed to using decimal drawings. 
Consolidated, with experienced shop men and limited production, did not always 
make drawing in the detail required by Ford. As a result’ Ford was obliged to 
do considerable redrawing and had te completely reloft the airplane before 
getting straightened away on its preproduction task” (p. 26). 

« » * * + * * 

“At the close of 1942, about 22 months after project approval, Willow Run's 
best production was 11 airplanes a month’ * * * (p. 30). 

It should be noted that Ford ran into difficulties under conditions of all-out 
war, under orders to produce the maximum possible number of planes. We 
are producing C-119’s in time of peace, under a stretched-out preparedness pro- 
gram deliberately keyed to large plant capacities and low production rates. 


C. COST OF PERFORMANCE 


1. During the hearings to date, several efforts have been made to compare 
Fairchild’s present day unit costs for C-119 planes, based on Fairchild’s experience 
of building 800 C-119 and C-82 planes to date, with Kaiser-Frazer’s cost for 
producing its first 159 C-119 aircraft and for preparing the capacity at Willow 
Run to produce a much larger number. 

2. The testimony made clear that substantially higher initial cests would be 
incurred by a second source manufacturer building its first quantity of planes, 
because of the need to charge off against these planes the cost of tooling and 
training both at the main assembly plant and at the plants of subcontractors 
(transcript, p. 232). A better measure of comparing Kaiser-Frazer’s costs would 
be to compare these costs with the agreed original estimates for doing the work 
that is actually being done at Willow Run under the conditions encountered. 
Several members of the committee asked the Air Force to furnish this information 
(transcript, pp. 224, 241). 

3. The first Kaiser-Frazer estimated unit cost on the C—119 plane at the Willow 
Run plant, on the basis of the original contract to produce 200 C-119 planes, 
and tool up capacity for a much larger number, was approximately $169 million. 
On a per-plane basis, this worked out to $688,400 total manufacturing cost, and 
$156,600 per plane for plant rearrangement, tools, equipment, and tooling at 
Willow Run and at plants of subcontractors, and fee, making a total unit estimated 
cost for 200 planes of $845,000 per plane. It must also be borne in mind that 
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these estimates were based on receiving full engineering and tooling data from 
Fairchild. 

4. Due to stretch-out, the contract was later substantially changed and a 
virtually new contract was worked out to produce 159 C-—119 planes on a different 
and stretched-out schedule, and also to tool up capacity at Willow Run to turn 

t a much larger number. 

5. At that time (July 1952) a new estimate was made, based on the changed 
conditions and experience acquired to that time. This was essentially a new 

yntract and formed the ultimate basis for C-119 production at Willow Run. 

6. The total agreed estimated cost (exclusive of spares) was $179,098,246. 
On a unit basis, the price per plane worked out to approximately $1,126,000 

7. This definitive contract estimate of $179,098,246 is the only estimate with 
which actual costs can properly be compared rhe earlier estimate had been for 
200 planes to be built with prompt and accurate tooling information supplied by 
Fairchild, not 159 planes to be built with late and inaccurate tooling information 
received from Fairchild, as proved to be the case, Moreover, at the time of this 
earlier 200 plane estimate, there was no reasonable bas‘: for predicting the cost 
of many new elements of the ‘‘F’’ type plane, which even Fairchild had not yet 
put in production. Asa result, even though we were required to build the new 
F type plane, we had to prepare the original 200 plane estimate on the basis of 
what we knew abont the C type plane. 

8. Even the definitive contract estimate for 159 planes was made at a time 
when all of the problems that were to be encountered had not yet become apparent 
Some of these problems are described in paragraph 14 below. 

9, On May 8, 1953, in accordance with contract requirements, Kaiser-Frazer 
reestimated the total cost of completing this contract, based on incurred cost and 
experience gained to that time. The total manufacturing cost was set at $1,- 
043,200 per plane, plant rearrangement, tooling, etc., at $205,300 per plane or a 
total of estimated cost of $1,248,500 per plane. The total reestimated amount to 
complete the contract, including both the production of 159 planes and the prep- 
aration of capacity at Willow Run to produce a much larger number is $198,- 
525,182—an increase of only 10.8 percent. 

10. This represents an overrun of only 10.8 percent. An overrun of this small 
size is clearly reasonable in the light of the unusual difficulties encountered for a 
second source operation in a dual purpose plant, particularly when it is considered 
that the Air Force usually and quite properly negotiates the lowest possible orig- 
inal estimated cost for inclusion in the definitive contract, in order to hold down 
the size of the fixed fee. 

11. Committee members expressed alarm and concern because it had been repre- 
sented to them that Kaiser-Frazer’s costs had increased many times over the 
original estimates. The $467,000 figure mentioned during the hearings as the 

origins! estimate’? was not an estimate, and it was not submitted by Kaiser- 
Frazer. Our understanding is that this was simply a budget figure used by the 
Air Force for purposes of allotting and obligating its own funds, and that the figure 
was based on estimates of Fairchild costs at the time, even though the Air Force 
assumed that our costs would be higher (tr., p. 172). As shown above we do not 
expect under present circumstances to exceed the agreed contract estimate for 
159 planes by more than approximately 10.8 percent, instead of the much greater 
margin referred to during the hearings. We believe this is well within the range 
of normal overruns on cost-type or fixed-price redetermination type contracts 
with manufacturers producing a particular military plane in quantity for the first 
time. 

12. It will be noted that on May 8, 1953, we estimated the cost of completing 
the contract at $198,525,182, whereas, the Air Force resident auditor, Mr. Solo- 
mon, has recently estimated the cost of completion as $213,923,341. Mr. 
Solomon’s esti.nate is approximately $15 million too high. Our principal reasons 
for disagreeing with Mr. Solomon are as follows: 

(a) Mr. Solomon estimates total burden as $8,236,035 higher than our own 
estimate. To reach this figure we would have to increase our average monthly 
burden expenditure by $1 million per month, when, as a matter of fact, we are 
on the downward trend, due to the phasing in of C—-123 production. 

(b) Mr. Solomon estimates direct labor charges at $5 million over our estimate 
Our direct labor performance has been improving constantly and we believe the 
contract will be completed well within our own estimate of May 8, 1953, already 
introduced into evidence. 

13. The following shows a comparison of the estimate contained in the definitive 
Willow Run contract for 159 C-119-F airplanes, our revised estimate of May 8, 
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1953, and Mr.8. C. Solomon’s recent estimate presented to the committee. The 
unit costs referred to above were compiled from the totals in columns 1 and 2. 


Projection of cost C-119 contract ! 






































- ; Kaiser-Frazer 
K-F Air : 
| Force agreed ye A a Mr. Solomon's 
estimate | complete total] ¢Stimate 
| July hee | contract June 1953 
(159 planes) | (159 planes) 
() | (2) (3) 
Production materials - ie $14, 285,000 | $14,368,938 | $14, 368, 935 
Direct labor... ----- boos dp resi dndens dpb adda dieaa< dae 20, 273, 000 23, 330, 884 | 28, 474, 992 
ITI eS lth hc wp hideiinds bokaiae 62, 230,000 | 79, 284, 433 87, 520, 468 
eas a crnuacs taeda iewhrnce dene osenaainell | 5, 260,000 | 4, 695, 942 4, 695, 942 
Administrative 6, 544, 000 | 8, 007, 697 | 9, 012, 046 
DUI Taos <a s 5s is doesn elope ene deve | 34,079, 000 36, 187, 711 36, 187, 711 
Production estimated costs, airplanes__-__- 142, 671, 000 | 165, 875, 605 180, 260, 097 
poietic as ih a td | 20,064,000 | 19,353,892 | 19, 353, s92 
Plant rearrangement | 4, 842, 000 2, 400, 333 2, 400, 333 
eee are 1,751,000 | 1, 793, 931 1, 793, 931 
See... .......sedebeth ded thee ee | 26, 657, 000 23, 548, 156 | 23, 548, 156 
Engineering change and fee._................---.--......-...- | 1, 103, 163 eo =). ot oe : 
CoG; Har GS TN a... ee ol Riad 1, 604, 329 2, 038, 567 3, 038, 567 
IR silts ache cathe athe: cantina cats ee 2,707,392 | 2,038,567 | 3, 038, 567 
Sens ee oa eas Le cbln Kacell | 172,035,392 | 191,462,328 | 206, 846, 820 
Fee ; ‘ 7, 062, 854 7, 062, 854 7, 076, 521 
Grand total contract (planes) _______..___- 179, 008, 246 | 198,525,182 | 213, 923, 341 








' In each of the above columns the total cost does not include the-cost of spare parts. However, the fe: 
shown in each column includes an amount (approximately $490,000) allocated to the furnishing of spar: 
parts. 

2 Including above. 


14. Much has been made of the 10.8 percent overrun in the estimate of Mav 8. 
or the higher overrun according to Mr. Solomon’s estimate, as compared to the 
definitive contract estimate. An overrun of this size is not abnormal for a manu- 
facturer producing a particular military plane in quantity for the first time. In 
our case. there are a number of entirely proper and unavoidable reasons, such as— 

(a) As stated above, an important part of the templates and tooling drawings 
received from Fairchild were inaccurate or out-of-date. In many cases, these 
facts were not discovered until after tools were made from the defective templates 
and drawings and until after the tools had been used to make parts which would 
not fit together on the assembly line. This led to substantial delays and additional 
direct and overhead costs, in amounts to an extent virtually impossible to estimate 

(6) We were required to produce a C-119-F airplane instead of the C-119-C 
airplane at a time when all the required engineering information had not yet been 
completed by Fairchild and delivered to us. 

c) The primary parts received from Fairchild under the technical assistance 
agreement required much rework and many of the parts were not usable on the 
C-119-F airplane, which required us to produce parts for the airplane that were 
not contemplated in the original estimate. 

(d) The direct labor estimate of May 8, 1953, was based on recorded costs 
through March 31, 1953, and the estimate of labor necessary to complete the 
contract. The recorded costs through March 31, 1953, included all direct labor 
required to incorporate engineering changes required by the Air Force and effec- 
tive through that date; therefore that part of the $1,103,000 allowed for engineer- 
ing changes which had been performed through March 31, 1953, is included in 
the May 8, 1953, estimate of direct labor. It will be noted that the definitive 
contract against which the May 8 estimate is compared shows $1,103,000 as a 
separate item below plane cost. 

(e) Whirlpool Corp., our subcontractor for outer wing panels and flaps, fur- 
nished us 13 sets of wings which had been treated with a cleaner which caused 
corrosion of the metal. Four planes had been assembled with these defective 
wings and additional wings had been delivered to us, ready for assembly. When 
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this condition was discovered, it was necessary to ship back some of the defective 
wings for rework by Whirlpool and to rework some of the wings at Willow Run, 
necessitating removal of metal skins and replacing with new parts. All of this 
additional rework mentioned above caused increased direct labor costs which 
contributed to increase in the estimate. 

(f) Serious difficulty was encountered with cannon plug connections, neces- 
sitating their complete removal from assembled planes as well as planes in process. 
\ great amount of wiring had to be removed, the cannon plugs reworked, and 
the wiring reinstalled in order to conform to Air Force specifications. Part of 
this was caused by insufficient engineering information from Fairchild. 

(g) Due to the delays in receiving engineering data from Fairchild, much of 
which was necessary to our requirements for production of a C-119-F airplane, 
many of the tools for the component parts were not available in time for us to 
meet established schedules. This necessitated considerable handforming of 
parts for which no tools were available and considerable rerunning of parts on 
tools which had been incompletely or incorrectly designed due to this delay in 
receiving the required engineering information from Fairchild. This caused 
increased direct labor cost over our original estimate. 

(kh). The increase in the burden estimate is caused for the same reason as quoted 
above in the explanation of the overrun on direct labor. Obviously, when direct 
labor is increased for the reasons shown above, a comparable increase is made in 
overhead. 


IV. Propriety oF CLAIMS FOR REIMBURSEMENT 
SUMMARY 


1. Kaiser-Frazer did not knowingly submit any improper costs billed to the 
Air Foree. The Willow Run operation was the first for which the Air Force and 
the contractor succeeded in working out a mutually satisfactory method of allocat- 
ing general items of plant expense between aircraft and automotive work. Dif- 
ferences of accounting opinion, of course, arose in the early days of the contract 
while this method of allocation was being worked out. ‘These differences were 
resolved by agreement. For the time the allocation method was approved by the 
Air Force, cost disallowances have been negligible in amount and routine in nature, 
totaltinig less than 1 percent of the amount billed to date. The resident auditor 
has himself testified that no costs not properly allocable to aircraft work have 
been reimbursed by the Air Force. 

2. Many of the specific items emphasized during the hearings were never even 
submitted by us to the Air Force for payment. For example, we never asked the 
Air Force to pay for any of our interest expense. We never asked the Air Force 
to pay for any part of the $60,000 mentioned as the cost of the dedication ceremony 
for the first C—119; in fact, we ourselves proposed that this item not be charged to 
the Air Foree. We never asked the Air Force to pay for vacations earned on auto- 
motive work; in fact, we ourselves proposed the vacation formula that was 
adopted. 

3. In 30 years of performing billions of dollars of contracts with the Govern- 
ment, to our knowledge no improper charges have been submitted to the Govern- 
ment by any Kaiser company. We have of course submitted costs in good faith 
that were disallowed in equally good faith for one technical reason or another, as 
is normal on any Government contract. But we have never submitted claims in 
bad faith and we have never been accused of so doing. 


A. ALLOCATION OF COSTS BETWEEN AUTOMOTIVE AND AIRCRAFT PRODUCTION 


1. It has been alleged that Kaiser-Frazer attempted to charge automotive over- 
head to aircraft costs. This is placing a wholly unwarranted construction on 
developments which actually led to a satisfactory solution of a problem confront- 
ing both the Kaiser-Frazer management and Air Force officials. 

2. It must be remembered that the Willow Run operation is a ‘second source”’ 
operation conducted in a ‘dual purpose” plant. Many procedures and problems 
unique to these types of operations arose to confront officials of both Kaiser-Frazer 
and of the Air Force in the early days of the C-119 contract. 

3. Honest differences of opinion naturally arose as to the practices and proced- 
ures to be followed in some instances and many discussions were necessary by all 
parties concerned in order to establish fair and equitable distribution of costs. 

4. These honest and reasonable differences of opinion as to procedures and 
methods in the early days of the contract were aired in some detail at the hearings 
and left the impression that Kaiser-Frazer had endeavored to make cost charges 
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that were not warranted. It is to the credit of both the Kaiser-Frazer manage- 
ment and Air Force officials that these problems were resolved and entirely ade- 
quate procedures have been established. 

5. When the C-119 contract was awarded in December 1950, we knew that we 
were faced with the unique problem of carrying on a dual operation under one 
roof. This in turn meant, as we recognized from the beginning, that we would 
have to develop an accounting system which would insure equitable allocation of 
general overhead or buden expenses to the appropriate operation, either auto- 
motive or aircraft. 

6. Before describing in detail the system which we eventually developed, it is 
important to get the time sequence on the record. We started working on an 
allocation system as soon as the contract. was awarded. We developed an ac- 
counting system and presented it to the Air Force on April 1, 1951, less than 4 
months after the award of the contract. The problem which faced us was novel: 
there were, so far as we were aware, no precedents; yet we developed in less than 
4 months a system which was ultimately approved with only slight modifications. 
However, because of the lack of precedents, it took the Air Force almost 7 months 
to approve the system which we developed. During this 7-month period, we 
were considerably handicapped in our accounting procedures because of uncer- 
tainty about the Air Force’s views on certain details of the system. 

7. Our company was the first, so far as we know, to be confronted with this 
dual operation problem in connection with an Air Force contract. Nevertheless, 
the allocation system now in effect was finally approved by the Air Force on 
October 26, 1951, less than a vear after the award of the contract. 

8. The system which we worked out and which the Air Force accepted operates 
as follows: 

(a) Certain departments are classified as either direct automotive or direct 
aircraft departments. Overhead costs attributable to these departments are 
completely segregated. 

(b) Costs relating to physical occupancy of the plant are grouped together. 
These include building depreciation, property taxes, insurance, building mainte- 
nance, power plant operation, outside services, ete. These costs are allocated to 
the defense operation and the automotive operation on the basis of the square feet 
of plant floor area occupied by each respective operation. 

(c) This leaves general departments which service both operations and which 
cannot be allocated on the basis of plant occupancy, but which must be allocated 
on the basis of costs of services. These include tool engineering, planning, plant 
protection, personnel, purchasing and accounting. The basic accounting concept 
which we use to allocate these costs is ‘‘direct-charge man-hours.” “Direct-charge 
man-hours” are defined to include direct labor and indirect labor and salaries 
charged directly to either division, plus some direct-charge man-hours from the 
general departments for personnel directly assigned to either the aircraft or the 
automotive operations. The sum of direct-charge man-hours in the aircraft 
operation is then related to the total direct-charge man-hours for both operations 
for each month. 

The resulting percentage gives the basis for allocating general expenses to the 
aircraft operation for the respective month. Conversely, a percentage of direct- 
charge man-hours for automotive operations is used to compute the automotive 
share of general expenses. 

9. Actually, only a small proportion of total overhead at Willow Run requires 
use of an allocation formula. From January 1, 1951, to April 30, 1953, total 
overhead for both automotive and aircraft operations at Willow Run amounted 
to $152,889,000. Of this amount, $45,395,000 or 29.8 percent was incurred 
directly in connection with commercial business, and $56,847,000 or 37.2 percent 
was incurred directly in connection with defense business. Therefore, $102,242,000 
or 66.9 percent of the overhead incurred during the period has been charged 
directly to the appropriate operation. The remaining $50,647,000 or only 33.1 
percent of total overhead has required use of an allocation formula. 

10. The accounting system described above has been in constant use since its 
approval on October 26, 1951, with only minor modifications. We are glad to 
agree with the specific testimony of the Air Force resident auditor that its use has 
resulted in a situation where no costs not allocable to defense contracts have been 
reimbursed by the Air Force (transcript, p. 319). 
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B. SPECIFIC ITEMS MENTIONED AT THE HEARINGS 


1. First quarter 1951 costs —(a) In Mr. 8. C. Solomon’s testimony he pointed 
out that during the first quarter of 1951, before an audit residency had been 
established at Willow Run for the C-119 contract, costs had been charged by 
the contractor to the C—119 contract in an amount of $406,000 in excess of that 
which he considered to be reasonable after conducting an audit of the costs 
incurred during that period. He therefore testified that, though we had charged 
$1,154,778 to the contract during that period, his audit resulted in ‘‘disallow- 
ances” of $406,007.62. The ‘‘disallowances’’ were more in the nature of settle- 
ments as to temporary allocations since, as we have previously pointed out, the 
problems of establishing an accounting system to handle the accounting prob- 
lems of a mixed-plant operation had not been resolved until after the first quarter 
had ended. In addition, our records do not indicate disallowances in that amount. 

(b) Some months after October 26, 1951, the date the Air Force had approved 
our accounting system, the resident auditor and the contractor agreed on a 
method of allocating expenses of the first quarter of 1951 to automotive and 
defense operations. It should be understood that many charges had been made 
directly to automotive or defense operations on the books of the company dur- 
ing that period and it was only the mixed or allocable portion of expense that 
had to be treated in this manner. This allocation method employed percentages 
of later months’ experience applied to the allocable costs of the first quarter. It 
was recognized by both the resident auditor and the company that this was a 
somewhat arbitrary basis of allocation but that it was impossible to arrive at 
a more direct method. We therefore believed #t would be most unfair for any- 
one to conclude that the company had loaded aircraft contract costs with auto- 
motive costs during that period. We are at a loss to understand how the Air 
Force resident auditor determined disallowances during the first quarter of 1951, 
in the amount of $406,007.62, since our records disclose that the adjustment 
made after the joint audit performed by the resident auditor and the contractor 
amounted to only $31,884.59. 

2. Idle time.—(a) In the testimony of 8. C. Solomon, Air Force resident auditor 
at Willow Run, testimony was given to the effect that much idle time or improper 
utilization of manpower existed within the Willow Run facility between December 
1, 1951, and September 30, 1952. He included in his testimony a schedule of 
adjustment which indicated that, during the period of time mentioned above, 
approximately 1,420,000 hours of idle time were paid for by the contractor, with 
a value of $2,784,264. He indicated that this caused excess cost to the C—119 
contract. Other testimony indicated that idle time existed within the plant as 
late as December 1952. 

Mr. Solomon’s conclusions in his adjustment schedule failed to recognize, as 
Senator Flanders observed and Mr. Solomon himself agreed (transcript, pp.361-—2) , 
that idle time exists in any manufacturing operation, and he has given no credit 
for normal idle time in his calculations. 

We contend that there was no excessive idle time in the Willow Run plant 
during the period of time under review nor at the present time, and we support 
that contention.with the fact that.no formal disallowance has ever been made 
for excessive idle time from the beginning of the contract through May 31, 1953. 

3. “Manual adjustment’’ of time cards——In Mr. Solomon’s testimony reference 
was made to “manual adjustment of timecards,’’ the inference being that a large 
number of occurrences of this nature took place. A joint audit between the Air 
Force and Kaiser-Frazer was made of the payroll and timecards for the week 
ending February 29, 1952, which is approximately the time period referred to in 
Mr. Solomon’s testimony. This audit showed that 12,271 timecards were 
examined. Using an average of 10 rings per card per week, which is 2 per day, 
this would mean a total of 122,700 rings were examined. Of this total, only 
532 ring failures were found to be inexplainable. This amounts to only four- 
tenths of 1 percent of the total examined. There were other ring failures that 
were explained by mechanical failure of the clock, employee away on company 
business, approved sick leaves, etc. It is normal in a plant the size of Willow 
Run that a certain amount of ring failures will occur. These are not unexpected, 
although every effort is made to avoid them. In the event they do occur, a super- 
visor’s signature must be obtained on the clockcard before the employee is paid. 
This is done because the supervisor is the person best qualified to certify that 
the employee was on the job that particular day and at that particular time. 
We therefore feel that this is a very negligible amount of manual adjustment and 
certainly not abnormal in any respect from other plants. 
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4. Mr. Solomon's tabulation of suspended, disapproved, and nonallowable costs. 
(a) Mr. Solomon inserted into the record of this hearing a schedule purporting to be 
a summary of suspended, disapproved, and nonallowable costs as of February 28, 
1953 (transcript, 322-323). Mr. Solomon testified briefly and generally concern- 
ing this memorandum. The conclusion drawn from a quick reading of the 
schedule, which Mr. Solomon may not have intended, is that a total of $4,289.- 
426.36 of nonreimbursable cost items were detected by his vigilance and would 
otherwise have been loaded on to the C-119 contract. Any such conclusion is 
demonstrably in error. 

(b) Most of the items listed on Mr. Solomon’s table were the normal borderline 
items that come up under any Government contract. Questions as to such items 
are often raised in the first instance by the contractor’s own representatives, and 
sometimes by the resident auditor. In fact, discussions of sueh questions are a 
principal function of a resident auditor. As General Cook stated at page 186 of 
the transcript: 

“They [resident auditors] also are utilized to call to the attention occasionally of 
the contracting personnel what they may consider improper charges to see whether 
or not something could be done about correcting what they consider improper 
charges. They are not always correct, I mean in determining whether or not a 
charge is an improper charge or not.”’ 

(c) In order to demonstrate graphically the true state of the record on this issue, 
we have prepared a tabulation which appears below. This tabulation permits 
ready comparison of the specific items set forth by Mr. Solomon with what we 
believe to be the correct version of these items. Wherever a discrepancy between 
Mr. Solomon’s schedule and our listing of specific items occurs, we have inserted a 
number. These numbers serve as captions for the detailed discussion of the items 
in dispute which follows the chart. 

(d) The general theory which we have followed in preparing this tabulation is 
that the only way to get a true picture of the extent of the cost-disallowance 
problem at Willow Run is to include only those items as to which we submitted 
public vouchers which were subsequently disallowed by the Air Force resident 
auditor. 

Any contractor will have a number of borderline cost items which, as a matter 
of good working relationships, he will diseuss with the Air Force representative. 
Such items should not be held against the contractor when, after such discussion, 
the contractor decides not to seek their reimbursement. We believe that the com- 

mittee should recognize this principle and should consider only those items as to 
which reimbursement was sought and denied. 


Tabulation showing comparison of Solomon schedule and Kaiser-Frazer records of 
costs actually disallowed 


Solomon ‘| Costs actually 
schedule disallowed 





Suspended costs (1):* 
Pending proper documentation.-......................-..--.---.....--.. | $24,544.92 0 
Pending proper approvals. _.................-. 2222-2... : | 45, 775. 61 | 0 

Disapproved costs: | | 
Concurred in by Kaiser: 

Labor: 


r | 

Vacation payments (2)* pail we ES. ijt ee ee 0 

Other labor-cost adjustments... ..........-_.- Sbads chi <caieikia ial 2 sR $213, 885. 95 
Miscellaneous: | | 


FE I scititdinaiphsite sua 5~ habe tokinds ~Sapbhonse+ oanked= danse =m | 100, 829.63 | 100, 829. 63 
Duplicate charges (burden and direct) (3)*___.....-..-..-.-- -~-------| 612,347.90 110, 769. 11 
Seema Wemenaen Gin oo ois. ete tes: Wen ad. ck! - cetciapinen ed 505, 652. 99 505, 652. 99 








EE RS re an ta } 87, 161. 60 | 87, 161. 60 
E. Kaiser’s Senator Bridges letter (4)*_. - a aaa ee aetiieed =a -| 4, 864. 65 0 
Not concurred in by Kaiser: Burden adjustment due to shifting of | | 

vacation hours in burden bases (5)*.............--.-.-.-.--.-..--.-.-- 350, 281. 29 0 
Nonallowable costs (6)* 

SE COIN S0 cine tran he acid dhs aby ue'oins oko adaaiederds oman 1, 362, 267. 76 

Dedication of first C-119 airplame__..__...................- 61, 620.65 | 99, 364. 69 

Traveling and entertainment expenses... 72, 533.12 rT 

PERSON GUGIIN,, ...nckincdbblibnn Sos «cespnibeubalicoatninnsdginains 132, 038. 85 | 

Total susp-~ *~4, disallowed and nonallowable costs (7)*____......- | 4, 289, 426.36 | 1, 117, 663.97 





! 





* Numbers refer to paragraphs of text immediately folowing this tabulation. 
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(1) Suspended costs——Mr. Solomon’s schedule should not include suspended 
costs, since they have nothing to do with the question of disallowance. As is the 
case with all Government contracts on a CPFF basis, suspensions of certain cost 
items during the life of a contract inevitably occur. These suspensions cover 
items that cannot be paid until audited, items held for supporting documents, etc. 
Holding an item in suspension does not necessarily, or even probably, mean that 
it is an improper charge. It can be, and susally is, cleared after audit and reim- 
bursed in due course. Consequently, this tiem should be stricken from any 
calculation of disallowed costs at Willow Run. 

(2) Vacation paymenis.—The $715,631.44 in vacation payments should not 
appear on the chart. The inference is that Mr. Solomon in the course of his audit 
of our vouchers discovered erroneous accounting treatment and corrected it by 
disallowance. On the contrary, the transfer of this amount from aircraft to 
automotive costs is the result of a formula we ourselves proposed to Mr. Solomon. 

Kaiser-Frazer Corp. has a labor contract with Local 142 UAW-CILO which calls 
for payment to its employees of annual vacations, after the anniversary of the 
employment date of each individual employee. Therefore, vacations are earned 
by a number of employees each day of the year and are immediately payable. 
This is a labor contract unusual to the Detroit area since most labor contracts in 
the area have a fixed anniversay date for the payment of vacations to all employees. 
From an accounting standpoint, under this standard labor clause, it is possible to 
accure monthly the vacation expense incurred. Under out type of contract, with 
an average employment of approximately 16,000 people, it has always been con- 
sidered unwise to attempt to accrue monthly the vacation expense; and, therefore, 

tis our policy to charge vacation expense as vacations are taken by the employees. 
[his company policy has been agreed to by our certified public accountants, 
Touche, Niven, Bailey, and Smart, as evidenced by their certified balance sheets. 

Our labor contract, referred to above, also gives plantwide seniority to our 
employees, and under a mixed operation such as exists at Willow Run, an employee 
may choose to work in either the aircraft division or the automotive division if his 
seniority is such that he can demand work in either. 

Therefore, after the C-119 contract was awarded Kaiser-Frazer Corp. and 
during the buildup of direct labor under the contract, there has been much move- 
ment from the automotive division to the aircraft division. The company recog- 
nized that it was, therefore, necessary to allocate vacation expense as it was paid 
and charge the activity, either automotive or aircraft, for the costs of the vaca- 
tions depending upon which activity enjoyed the services of the employee during 
the period in which he had earned that vacation and not to the activity in which 
he was working at the time he was paid his vacation. 

We discussed this problem with Mr. Solomon and presented him with a formula 
which would enable us to adjust recorded costs for the early period of the contract, 
as well as a suggested procedure to enable us properly to record this expense as it 
accrued. He accepted our formula for adjusting the early period. We then 
agreed with him on an adjustment from aircraft to automotive costs in the amount 
of $715,631.44. This was not a case where he brought the matter to our attention 
and caused us to make the adjustment. Consequently, we submit that this 
item should be stricken from the total computations." 

Aside from the fact that this item is not a ‘‘disallowed cost,’’ it should be noted 
that no loss to the Government would have resulted if vacation payments had 
been allocated to the activity (automotive or aircraft) where the vacations were 
paid rather than the activity where they were earned. The vacations earned in 
automotive but paid in aircraft in the early months of the C-119 contract would 
be canceled out by vacations earned in aircraft during the term of the {contract 
but paid in automotive after completion of the contract. 

(3) Duplicate charges.—The item ‘‘Duplicate charges” (burden and direct) is 
misleading. Of the $612,347.90 charged for this item, two items which should 
not appear accounted for a total of $501,578.79. Both these items were disal- 
lowed at our request, so that we could reclassify and resubmit them as necessary. 
The regulations covering public vouchers prohibit the use of credits and therefore 
the only means to withdraw or transfer charges that have been submitted on 
public vouchers is to request their disallowance and then resubmit them. The 
first of the two items referred to above, for $385,388.58, was originally submitted 
as a direct charge. We later found that it should have been classified as defense 
overhead pool expense. In order to permit us to classify and resubmit this item 
properly, we requested Mr. Solomon to disallow this public voucher, and he did 


10 vo “payroll taxes’ should be reduced by the amount of tax attributable to the “‘vacation pay- 
ments” item. 
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so. The second item, for $116,190.21, covered materials which were purchased 
for the C-119 contract and were later sold to Shakespeare Products, Ind. After 
they were sold, we asked for a disallowance of the public vouchers so that we 
could invoice Shakespeare Products, Inc., for the material. 

It is perfectly clear that these two items, aggregating almost five-sixths of the 
total listed by Mr. Solomon as disallowed under this heading, should never have 
been included on this list. As to the balance, some actually were duplicate 
charges. Of these, some were discovered by us and brought to Mr. Solomon’s 
attention; others were discovered by him and called to our attention. Stil! 
others were not duplicate charges at all. Limitation of space precludes a detailed 
breakdown, but it does not give an accurate picture to lump all of these items 
together and to classify them as ‘‘Duplicate charges.’”’ However, since we do 
not include a detailed refutation of these items, we have included $110,769.11, 
the balance after subtracting the two major items discussed above, in our tabu- 
lation of ““Duplicate charges.”’ 

(4) “E. Kaiser’s Senator Bridges’ letter.”,—This was an item totaling $4,864.65 
for a portion of the advertising cost of publishing an open letter to Senator Bridges 
last November after he had issued a press release in connection with our C-119 
contract operations. Kaiser-Frazer employed at that time approximately 20,000 
persons and operated 8 plants throughout the country. We published the letter 
in areas where we operated plants because we were serioulsy concerned with the 
effect of the charges that had been made on the morale of our employees. We felt 
it was important to advise them in an open letter that we denied the charges and 
that we were asking for a full congressional investigation to make the true facts 
known. This item of cost was never formally submitted to the Air Force for 
reimbursement. A routine inquiry (accounting policies letter No. 45) was made 
as to what part, if any, of this item could be charged as an allowable cost. The 
ruling was that no part could be charged, and we concurred in it. 

This is evidenced by exchange of correspondence, showing that this item was 
never submitted to the Air Force for reimbursement. 


ACCOUNTING POLICIES, LETTER NO. 45 


Fesruary 19, 1953. 

Subject: Expenses, open letter to Senator Bridges. 

To: AF Plant Representative, Central Air Procurement District, Kaiser-Frazer 
Corp., Willow Run, Mich. 

Attention: CERKC. 

Through: AFAUDMC-ID-KW. 

Through: Defense Contracts Administrator. 


Certain expenses were incurred in the preparation and publication of a quarter 
page open letter to Senator Bridges published in various daily papers in the month 
of November 1952. This letter was in answer to certain criticism of the perform- 
ance of Kaiser-Frazer Corp. on Air Force contracts. The subject letter requested 
that any criticism of either Kaiser-Frazer Corp. or the Air Force in the placing 
and performance of Air Force contracts should be brought into the open so that 
these charges and criticisms could be answered. 

The expense incurred in connection with this letter amounted to $4,864.65 was 
included as allocable expense and was prorated to the cost of Government con- 
tracts in accordance with provisions of the Overhead Manual. 


Your approval of this expense as a proper charge to the cost of Government 
contracts is requested. 


Yours very truly, 
KAIsER MANFUACTURING CoRrpP., 
J. F. Cocks, Jr., 
Assistant Controller. 


Marcu 23, 1953. 
KAISER MANUFACTURING Corp., Willow Run, Mich. 


(Through: Mr. S. F. Patyrak, Defense Contracts Administrator) 
(Attention: Mr. J. F. Cocks, Jr., Assistant Controller) 

GENTLEMEN: This acknowledges receipt of your letter, dated February 19 
1953, in connection with the above subject. 

Advertising expense, amounting to $4,864.65, for the open letter to Senator 
Bridges is considered to be advertising applicable to a controversial matter be- 
tween the corporation and a member of the United States Senate. Advertising 
costs for other than “Help wanted” and advertisments in trade and technical 
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journals is not a reimbursable cost in accordance with A. 8S. P. R. XV and the 
Accounting Manual. 
This decision resolves item 13 in Mr. 8. A. Girard’s letter, ‘‘Unresolved items’”’ 
to the undersigned contracting officer dated March 4, 1953. 
Very truly yours, 
Meyer J. Stoun, Contracting Officer. 


Consequently, for the resident auditor to include this item in a tabulation title, 
“Summary of suspended, disapproved and nonallowable costs, including costs of 
Edgar Kaiser’s open letter published in reply to Senator Bridges” in our opinion 
was entirely unwarranted. Kaiser-Frazer’s president had no intention of charg- 
ing any part of this advertising to the Government. The routine inquiry quoted 
above was sent without his knowledge. 

We regret that the chairman (Senator Styles Bridges) characterized the publi- 
cation of this letter as an attack on him since it was not so intended. It was a 
statement of an agreement with the Senator that a hearing in the matter should 
be held and a request for an early hearing. 

5) Burden adjustments.—This item, entitled “‘Burden adjustments due to 
shifting of vacation hours in burden bases,’’ in the amount of $350,281.29, is in 
lispute between Mr. Solomon and ourselves. We have appealed his disallowance 
f this item and no decision has yet been for-hcoming. It should not be included 
in Mr. Solomon’s schedule unless and until it is definitively disallowed. 

(6) Nonallowable cosis.—Mr. Solomon lists a category of nonallowable costs 
totaling $1,628,460.38. Of this amount, we ourselves charged $1,529,095.69 
directly to nonallowable costs, and never directly or indirectly requested reim 
bursement from the Government of any part of that amount. The balance of 
$99,364.69 is all that should properly be included in Mr. Solomon’s schedule as 
osts submitted by us and disallowed by the Air Force. 

Two items listed by Mr. Solomon as nonallowable costs deserve particular 
‘comment: 

(a) Interest erpense.—Mr. Solomon includes interest expense in the amount of 
$1,362,267.76. This represents interest payments on our V-loan and the mort- 
gage on our Willow Run facilities. Interest is generally considered not to be 
reimbursable item on Government contracts; we have never considered the above 
interest expenses to be allowable costs, and we have never requested reimburse- 

ent of them. Clearly they have no place whatsoever in a schedule of disallowed 
costs. 

b) Dedication of first C-119 Mr. Solomon includes an item of $61,620.65 
entitled “‘Dedication of firet C-119 airplane.” As in the case of the interest 
expense, this is an item which we never considered allowable and never requested 
the Air Force to reimburse, The fact is that by a letter to the Air Force plant 
representative at Willow Run dated February 29, 1952, a week before the dedica- 
tion ceremony, we advised the Air Force that the dedication would be held and 
specifically proposed in advance that certain enumerated items of dedication 
expense be classified as nonreimbursable costs under the contract. This request 
was approved in writing by the Air Force contracting officer. The items which we 
proposed to classify as nonreimbursable included the wages of special drivers and 
ushers, and the labor and material for assembly and disassembly of the grand- 
stand and certain maintenance activities in connection with the dedication 
ceremony, as Well as elimination of the usual loss on cafeteria meals, because 
meals served at the dedication ceremony were charged at cost, instead of the 
usual practice of charging below cost. The effect of this treatment was to make 
the entire additional cost of the dedication ceremony nonreimbursable. These 
actual direct charges totaled $65,930 (not $61,620.65, as stated in Mr. 
Solomon’s tabulation). These costs were charged directly by us as a nonreim- 
bursable expense and never were submitted to the Air Force for reimbursement. 
These facts are demonstrated by the following letter, dated February 29, 1952, 
from our contracts administrator to the Air Force plant representative, which the 
Air Force representative approved. 


Subject: Plane dedication and plant open house C—119 program 
To: AF plant representative, Kaiser Manufacturing Corp., Willow Run, Mich. 
(Attention Capt. F. B. Bretney.) 

This is to confirm our understanding that on Saturday, March 8, a plant open 
house and dedication in connection with the first production airplane under the 
supply contract AF 33(038)—18481 will take place at the factory at Willow Run, 
Mich. The factory, as such, will not be in operation on that date except for 
standby personnel. Allocation and reimbursement of overhead cost for that 








406 AIRCRAFT PROCUREMENT 


day will be in accordance with the overhead manual, entitled ‘“Kaiser-Frazer 
Corp. and Subsidiaries, Application of Overhead, Effective April 1, 1951,” as 
normally is done for any Saturday work. 

In addition to such normal overhead, 100 additional plant protection personne] 
and 15 maintenance men will be included into the evekaed costs, account 99, on 
that day for allocation and reimbursement. These additional plant protection 
employees and maintenance employees will be used for the purposes of safe- 
guarding Government property. 

Since the plant will be on a standby basis, all costs for that day will be con- 
sidered as allocable overhead, as hereinabove mentioned, except for the following: 

(A) All meals served in the cafeteria and dining room on that date will be served 
at cost. A per meal price will be established by Mr. Higgins, manager, feeding 
operations, and a count of the number of people served will be made. The total 
sales dollars will be deducted from the overhead pool as a nonreimbursable cost 
under the contract as adjusted for normal operation loss of the cafeteria for the 
month of March. 

(B) A work order will be issued to cover the labor in conjunction with 25 drivers 
in the courtesy garage and 6 ushers for distributing programs. The drivers will 
transport military and Governmental dignitaries in conjunction with the dedica- 
tion of the airplane. Cost accrued against this work order will be a nonreim- 
bursable cost under the contract. 

(C) A work order will be issued to cover labor and material for 49 maintenance 
men who will perform work in conjunction with the assembly and disassembly of 
the grandstand, including all activities in connection with the dedication ceremony. 
Cost accrued against this work order will be a nonreimbursable cost under the 
contract. 

If this agreeable to you, will you please indicate your signature in the space 
provided below. 

For Kaiser Manufacturing Corp. 


STanuLey F. Paryrak, 
Contracts Administrator. 
Approved: 
F. P. Brerney, 
Captain, USAF, Contracting Officer. 
(7) Comparison of Totals. Even assuming the correctness of Mr. Solomon’s 
schedule, the total amount of disallowed charges is only 2.6 percent of total costs 
incurred and reimbursed to date under the C-119 contract. The revised compu- 
tation which we have made comes to only .75 percent of total costs under the 
contract. The Solomon figure, inaccurately high though it is, can hardly be said 
to show improper cost practices. But the .75 percent figure, which we submit 
reflects the true state of affairs, represents a cost performance of which any com- 
pany can be proud. It conclusively refutes any allegation that Kaiser-Frazer has 
sought reimbursement for nonallowable costs under the C—119 contract. 


V. Orner CORRECTIONS OF THE RECORD 


A. NO COMMITMENTS WERE VIOLATED BY OUR ACQUISITION OF AN INTEREST IN 
CHASE AIRCRAFT CO., DESIGNER OF THE C—123 CARGO PLANE 


Summary 


No commitment was requested from or given by Kaiser-Frazer to the effect 
that Kaiser-Frazer would not compete with Fairchild or any other manufacturer 
to develop improved types of military aircraft and seek Air Force orders for 
such aircraft. It was understood that Fairchild would have a first call up to its 
capacity on Air Force orders for the C-119 which Fairchild had developed. 
However, this understanding did not give Fairchild a monopoly on all types of 
cargo aircraft. It is inconceivable that the Air Force would have sought such 
a monopoly for Fairchild, which would so plainly have retarded the development 
of better military aircraft by restricting competition among manufacturers. 

1. At the hearing on June 2, former Under Secretary of the Air Force McCone 
was asked to explain why the production of C—119’s at Willow Run was phased 
out by the Air Force in mid-1951. Mr. McCone stated that in May of 1951 
Kaiser-Frazer acquired a 49 percent interest in the stock of Chase Aircraft Co., 
designer of the C-123 cargo plane.!' Mr. MeCone explained that since the Air 
Force had a requirement for C-123 aircraft to meet the Army’s need for assault 
transports, it seemed logical to have Kaiser-Frazer manufacture the C—123 at 


"In faet, the stock was acquired by Henry J. Kaiser Co., which then entered into an agreement for sale 
of the stock to Kaiser-Frazer under certain stated conditions. 
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-Frazer Willow Run under suitable arrangements with Chase, and to phase out the C-119 
51,”’ as production at Willow Run accordingly, depending on Fairchild for the entire 
additional requirement of C—119 (tr., p. 124). 
rsonne] 2. Mr. McCone also referred to an understanding he, Secretary Finletter and 
99, o1 General Vandenberg had reached with Mr. Boutelle, president of Fairchild, to 
tection the effect that Kaiser-Frazer would be only a second source for C—119 aircraft and 
f safe that, should the Air Force requirements be sufficient to utilize only one manufac- 
turer, Fairchild would receive the preference. Mr. McCone also stated that he 
€ COn- had advised Mr. Edgar Kaiser of this understanding with Mr. Boutelle. 
Owing: 3. At page 126 of the transcript, shortly before the end of the hearing on June 2, 
served Mr. MecCone said he felt that the acquisition of the Chase stock ‘‘was a distinct 
eeding violation of the commitments made to Secretary Finletter, General Vandenberg 
e total and me * * * on the part of Kaiser-Frazer.”’ 
le cost 4. The next morning Mr. McCone asked for permission to correct this statement. 
for the He said ‘‘I do not like to have the record appear that the Kaiser Co. violated a 
; commitment which might in effect be a violation of a contract or a moral obliga- 
lrivers tion”’ (tr., p. 136). 
rs will 5. The fact is that Kaiser-Frazer violated no commitment of any kind to the 
ledica- \ir Force when, in Senator Symington’s words, it became “interested in what 
nreim- | understand is a fine airplane, the C—123” (tr., p. 127). It is true that Kaiser- 
Frazer had been advised of the Air Force’s understanding with Fairchild that 
nance when and if Air Force requirements for the C—119 were insufficient to justify two 
bly of sourees of supply, Fairchild would receive preference. Kaiser-Frazer of course 
mony expressed no objection to this understanding. However, the understanding was 
er the solely between the Air Force and Fairchild, and, as communicated to Kaiser- 
Frazer, it was limited to the C-119. Kaiser-Frazer never understood that by 
spac accepting the C—119 second source contract it was to bar itself from attempting to 


compete with Fairchild or any other aircraft manufacturer by developing or 
acquiring an interest in any new and better type of plane. Kaiser-Frazer would 
never have agreed to such a commitment and we do not believe that the Air Force 


tor. would have requested such a commitment, which would so plainly have retarded 
the development of better military aircraft by restricting competition among 
manufacturers. 

cer. 

mon’s B. KAISER-FRAZER RECEIVES NO GREATER DEGREE OF GOVERNMENT ASSISTANCE 

costs THAN OTHER DEFENSE CONTRACTORS 

mpu- Summary 

eee The Government is not subsidizing Kaiser-Frazer. More than $70 million of 

bmit new private capital has recently been invested in Kaiser-Frazer and its subsidiaries . 

ont The Government loans and V-loan guarantees held by Kaiser-Frazer and its 

* subsidiaries are not out of line with the volume of direct Government assistance 

, granted to other aircraft manufacturers, including Fairchild, during World War II 


and today. No Kaiser company has ever defaulted on any Government loan or 
V-loan, and no such default is in prospect. Cost-plus-fixed-fee contracts are in 
no sense subsidy contracts. Moreover, the C—119 letter of intent with Kaiser- 
Frazer called for a fixed-price contract, and the change to a cost-plus-fixed-fee. 


’ 
a type was later made on the initiative of the Air Force. Kaiser-Frazer itself 
would prefer a fixed-price basis and is on record to this effect with the Air Force. 
Questions raised at pages 278-282 of the transcript implied that the Govern- 
fect ment has been subsidizing Kaiser-Frazer, and that the C-119 contract was a 
‘urer continuation of the subsidy policy. The charge was based in part on an allegation 
; for that Kaiser-Frazer has received $89 million in Government loans and in part on 
0 its the fact that the C-119 contract is a cost-plus-fixed-fee contract. Neither ele- 
ped ment of the charge has any basis in fact. 
ss of 1. Government loans to Kaiser-Frazer.—(a) The $89 million figure is presum- 
such ably taken from a speech delivered by Senator Williams on the floor of the Senate 
nent on May 28, 1953, in which he listed $89 million of Government loans allegedly 
outstanding to Kaiser-Frazer. Of this total, approximately $33 million was 
Yoné correctly listed as the outstanding balance on the loans from the RFC, $12 
ased million was inaccurately described as a loan from GSA (in fact, it is the balance 
1951 outstanding on the purchase of the Willow Run plant on mortgage terms) and 
Co.., approximately $44 million was listed as the face amount of 3 V-loans. 
Air (b) The V-loans, of course, are not Government loans. They are loans from 
ault private banks to finance defense contracts, a percentage of which has been guar- 
B at anteed by the Government pursuant to the V-loan program, under which more 
than $2 billion worth of loans to over 1,000 companies have been guaranteed to 
sale date. Moreover, one of the V-loans listed, in the amount of $12,980,000 is held 


by Kaiser Metal Products, Inc., in which Kaiser-Frazer has no interest, while a 
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second in the amount of $12 million is held by Chase Aircraft Co., in which Kaiser- 
Frazer has less than a controlling interest. 

(c) It is a matter of record that no Kaiser company has ever defaulted on any 
Government loan or V-loan. It is also a matter of record that the various Kaiser 
companies have privately financed more than $450 million worth of plant expan- 
sion since June of 1950. Finally, the Kaiser interests have just completed arrang- 
ing for the investment of more than $70 million of private capital in Kaiser-Frazer 
and its defense subsidiary, Kaiser Manufacturing Corp., for the purpose of ac- 
quiring certain physical assets of Willys-Overland Motors, Inc., and making a 
lump-sum payment of $15 million to the Reconstruction Finance Corporation. 
Of this $70 million, approximately $37,600,000 was invested by Henry J. Kaiser 
Co., wholly owned by Henry Kaiser, Edgar Kaiser, and their associates. Thus, 
the recent investment of additional private funds in Kaiser-Frazer and its sub- 
sidiaries, a large part of which is supplied by Henry Kaiser, Edgar Kaiser, and 
their associates, substantially exceeds the obligations of these companies to the 
Government. 

(d) Further, it is by no means unusual for the Government to finance a sub- 
stantial part of the capital cost for plant and tools required to expand aircraft 
manufacture. If this financing is regarded as a subsidy, virtually every aircraft 
manufacturing corporation in the country was subsidized in this manner during 
World War Ii. Thus, Fairchild’s facility expansion in World War II amounted 
to $42,999,000, of which $41,625,000 was supplied by the Government.!? The 
Government furnished a similar proportion of the cost of the facility expansion for 
many other aircraft plants during the war. The Government owns the Hagers- 
town plant in which Fairchild builds C—119’s rent free. 

2. The cost-plus-fized-fee contract for the C-119 aircraft.—(a). As General Cool 
explained at pages 260-274 of the transcript, a cost-plus-fixed-fee contract is often 
the most advantageous for the Government. In the present case, the fact i 
that Kaiser-Frazer originally desired a fixed-price contract for the C-119, and 
the letter of intent dated December 20, 1950, recited that a fixed-price contract 
was contemplated. However, by an amendment dated January 25, 1951, the 
letter of intent was amended on Air Force initiative to change the type of con 
tract contemplated from fixed-price to cost-plus-fixed-fee because of inadequate 
manufacturing experience at Willow Run on which to compute a fixed price 
On May 18, 1952, the definitive contract was signed on this basis. 

(b) Thus, the selection of the cost-plus-fixed-fee type for the C-119 was a 
decision made by the Air Force in the belief that this type of contract would be 
in the best interest of the taxpayer. It was in no sense a decision of the Govern- 
ment to subsidize Kaiser-Frazer. Further, Kaiser-Frazer specifically proposed 
that the C-119 contract be converted back to a fixed price basis as late as August 
13, 1952, by a letter to the Air Materiel Command of that date, and simultaneousl) 
proposed that the Willow Run work on the C-123 be placed on a fixed-price basis 


C. KAISER-FRAZER DOES NOT HAVE AND DID NOT USE POLITICAL INFLUENCE TO 
OBTAIN THE CONTRACT 
Summary 


As former Under Secretary of the Air Force John McCone has testified, the 
award of the C-119 contract to Kaiser-Frazer was made entirely on its merits 
and was not the result of political influence, business friendship, or any other 
extraneous factor. 

1. At the June 2 session of the committee, Senator Duff said that the state of 
the record at that date ‘“‘would raise a question in the public mind as to whether 
it (the C-119 contract) was not political rather than in reality a business trans- 
action based on the facts. I am not making that charge’’ (transcript, p. 117). 

2. Later the same day, Senator Duff asked: 

‘“‘Was it ever indicated by the so-called higher authority in Government that 


they were anxious for Kaiser-Frazer to have an airplane contract?” (transcript, 
99 
p. 129). 


3. Mr. MeCone replied: 

“No. No. I would like to be clear on that. There was at no time any 
indication made to me or to my knowledge to anyone else in the Air Force, con- 
cerning a desire to have Kaiser-Frazer have an airplane contract” (transcript, 
p. 130). 

4, This was, of course, the fact. The award of the C-119 contract to Kaiser- 
Frazer was made entirely on its merits and was not the result of political influence, 
business friendship, or any other extraneous factor. 


" Report of the Surplus Property Administration to the Congress entitled “Aircraft Plants and Facili- 
ties,” dated January 14, 1946, p. 40. 
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FarrcHiLp ENGINE & AIRPLANE Corp., 
Hagerstown, Md., June 30, 1953. 
Hon. StYLes BripGEs, 
Senate Office Building, 
Washington, D. C. 


Dear Senator Brinces: There is transmitted a statement on behalf of the 
Fairthild Engine & Airplane Corp. for the record in the hearings which your 
Preparedness Subcommittee is conducting with respect to the procurement of 
C-119 cargo aircraft. 

I am appreciative of the opportunity to state the position of Fairchild in this 
matter. 

Respectfully yours, 
RicHarp 8. Boure.1e. 


STATEMENT BY RicHarRv S. BovutTe..ie, PrRestvent, Farrentnp ENaGIne & 
AIRPLANE CorRP 


I appreciate the opportunity to state the position of Fairchild Engine & 
\irplane Corp. with respeet to the procurement of C-119 cargo aircraft, the 
matter involved in these hearings. I do so on behalf of the 15,000 stockholders 
and 12,500 employees of Fairchild, who are justly proud of their company’s 
name and record. 

We are anxious to contribute any information or data we have which may 
be pertinent to this inquiry. We have nothing to hide. We want most of all, 
however, to devote our entire energies once again to the thing we know best 
the manufacture of airplanes efficiently and at low cost for the military require- 
ments of our country. 

Statements have been made before this subcommittee that Fairchild failed to 
supply proper and adequate technical advice and assistance to Kaiser-Frazer 
Corp., the second source producer of C—119 aircraft. 

The simple facts are: 

At the very start of the program, channels for such complaints were established 
by agreement between Mr. Edgar Kaiser and me. 

During the 31 months since Kaiser-Frazer entered the C—119 program, Mr. 
Kaiser has not complained to me and a search of our records does not uncover 
a single letter or other written communication from a responsible official of 
Kaiser-Frazer Corp. complaining of any failure on our part to supply adequate 
and proper technical assistance and data. 

Requests for additional information and material, and for the corrections of the 
inevitable errors, were made, as a matter of routine, at the operating levels. The 
material and information, and the corrections when necessary, were promptly 
supplied 

Significantly, neither did we receive any complaints from the Air Force, for 
which both Kaiser-Frazer and ourselves were working. 

The fact is that we did our best. We did not lightly undertake the task or its 
execution. Fairchild is not inexperienced in working with second source pro- 
ducers. We worked with seven of them during World War Il. Indeed, we have 
worked with as many, if rot more, second source suppliers than any other com- 
pany in the aircraft industry. 

One of the primary lessons we learned from that experience is that technical 
assistance, to be effective, must be a two-way street. It must not only be given 
freely; it must be received in a cooperative spirit and effectively applied to be of 
real value in establishing efficiency and reducing costs (see attachment A). 
This was true in our relationships with second source producers in World War IT, 
which were both large and small companies. The largest of these was North 
American Aviation, the second source on our C-82. As an example, and by way 
of contrast, our association with North American Aviation began in late December 
1944. Less than 8 months later, when V-J Day brought termination of its con- 
tract, the first North American-built C—82 was flying, and its assembly lines were 
primed an¢ ready to roll up to a rate of 150 airplanes a month. This was accom- 
plished in the face of the fact that the C-82 was a new airplane, and the informa- 
tion provided by Fairchild to North American was far less extensive than that 
supplied to Kaiser-Frazer. Not only did Fairchild provide basic data, but our 
best operations personnel, all having long experience with the C-119, were made 
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available to Kaiser-Frazer Corp. One hundred and thirty-one Fairchild em- 
ployees, having a cumulative total of 1,538 years of aircraft experience, gayc 
40,000 man-hours of on-the-spot assistance at the Willow Run plant. 

In the light of these facts, and they are facts, we do not feel compelled to dwell 
further upon this phase of the testimony. 

Much has been heard in these hearings about the cost of the first Fairchild 
airplanes had they been produced at a different place, at a different time, and 
under different conditions; and about what the eventual cost of production by 
Kaiser-Frazer might be in the future. On this point, there is an attachment 
entitled “Attachment B”’ which we believe provides an answer to specific questions 
asked by members of the subcommittee. 

The record shows that for approximately the same amount of money ($212,- 
923,341) which the Air Force has estimated would have been the cost of production 
of 159 C-119 airplanes by Kaiser-Frazer, the Government actually obtained from 
Fairchild the following: 

(1) The assembly plant at Hagerstown, including machinery and equip- 
ment, which the Government still owns: 

(2) The design, engineering and development of the XC-—82 cargo airplane, 
together with three prototype experimental airplanes; 

(3) The delivery of 219 C-82 cargo aircraft, including all necessary pre- 
production, plant rearrangement and tooling costs; and 

(4) The delivery of 360 C-119 cargo aircraft, including all necessary pre- 
production, plant rearrangement, engineering, and tooling costs. 

Total: 582 cargo airplanes, plant, design and tooling, in addition to an 
experienced, efficient work force. 

It has been the aim of Fairchild to produce to the best of its ability, and on time, 
quality products needed for national defense. It is significant that we have met 
our airplane delivery schedules during the entire 31 months since the initial letter 
of intent was issued to Kaiser-Frazer to build C-119’s. Also, during this period, 
Fairchild had processed and incorporated twice as many engineering changes 
applicable to C—119 aircraft as had Kaiser-Frazer. The records of the Air Force 
show we are consistently one of the lowest cost producers in the entire aircraft 
industry. 

We very much regret that, despite our best efforts to help Kaiser-Frazer, their 
program has been so costly. As the subcommittee has been told, Fairchild 
strenuously and openly opposed the entry of Kaiser-Frazer into the C-119 program. 
After our agreement with the Air Force to proceed, however, we provided all the 


help humanly possible. We sought to carry out not only the letter but the spirit 
of the agreement. 


ATTACHMENT A 


INTRODUCTION OF THE “OmAHA Packace” InTO THE KaiseR-FRAZER 
C-119 Procram 


During World War II, the Air Force gained extensive experience in the delays, 
difficulties, and costs inherent in substantially expanding aircraft production. 
In an effort to minimize these problems for the future, as well as to permit con- 
tinued production of existing military aircraft in the event of the loss of the 
“mother plant” as a result of enemy action or other catastrophe, the Air Force, 
prior to the end of the war, requested the major military aircraft producing com- 
panies to submit their ideas as to how the problem could best be met. The Air 
Force advised that, after receipt and evaluation of such proposals, one or more 
of the companies would be given contracts to develop their proposals into de- 
tailed working procedures. Fairchild submitted its proposal and later was 
awarded a contract for this second phase, Subsequent to its completion, Fair- 
child was awarded another contract to actually establish and maintain the data 
in accordance with its plan and procedure. he data were stored by the Air 
Force at its standby plant at Omaha, Nebr. Thus, the “Omaha package” came 
into being. 

In essence, this “package” included the engineering and tooling drawings, the 
procurement and production information including that for subcontractors, the 
quality control information, and all of the myriad related data requisite to hav- 
ing the mother plant organization get C-119 production under way in another 
location with a minimum of delay and cost. 

Because of the prohibitive cost of doing otherwise, certain shortcuts were 
decided upon by the Air Foree—the one of primary interest here being that, 
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when once established, the data would be brought up to date only once in each 
6 months. 

rhe extent of the data involved in such an undertaking on a single military 
aircraft such as the C-119 is understood when it is realized that it included 
7.100 van dykes of engineering drawings (from which blue prints could be repro- 
duced), 40,000 operation sheets, 9,000 van dykes of tool design drawings, and 
960 master layout photo templates on glass, which could be used to make full 
scale reproductions on metal. 

Because of the 6-month interval between revisions, the ‘Omaha package’”’ in 
January 1951, was up to date for Fairchild Ship No. 362, whereas the specifica- 

: established by the Air Force for Kaiser-Frazer Ship No. | was the equivalent 

Fairchild Ship No. 450, plus many additional changes which the Air Force 

ided in the specification. Among these additional changes were two of 
ajor consequence: 

|) The change of the engines from the Pratt-Whitney 4360’s to the Curtiss- 
Wright 3350’s; and 

2) The change of the landing gear and flap actuation from electric to hydraulic 

In January 1951, the Fairchild plant was closed by a strike which interrupted 

pments of data to Willow Run. To prevent this situation from delaying 
Kaiser-Frazer, the Air Force decided to turn over to Kaiser-Frazer the “Omaha 

ckage.”’ The first shipment was delivered to Willow Run on January 29, 
1951. Fairchild, recognizing the danger to the Kaiser-Frazer program if the 

mitations of the “Omaha package’’ were not fully understood, made the sub- 

ct the primary topic of a meeting held in the Office of Kaiser-Frazer’s executive 
ce president and general manager, Mr. John Hallett, at Willow Run the next 
lay, January 30, 1951. This meeting was attended by all of the Kaiser-Frazer 
nd Fiarchild department heads concerned with the C-119 program as well as 
Mr. Paul J. Frizzell, vice president of Fairchild Engine & Airplane Corp., 
vho had arranged the meeting. After a thorough explanation of the ‘‘Omaha 
package’’ and its limitations and a warning as to the results which would follow 
ts misuse, the Fairchild people made two specific recommendations, as follows: 

1) That the data be kept intact in a central place under rigid control; 

2) That, if any copies were made and distributed, each sheet of such copy be 
lentified by a rubber stamp—‘‘Omaha package” or ‘‘For planning purposes 
only.”’ 

Mr. Hallett and his people stated that they fully understood the problem and 
would later decide upon adopting the Fairchild suggestion or take other steps 
which would protect themselves against the hazard. The first evidence that 
Fairchild had indicating that Kaiser-Frazer had not followed the course so strongly 
irged came in an accidental contact with the supplier to Fairchild of engine 
mounts for the Pratt and Whitney 4360 engines, who advised of receiving an 
order from Kaiser-Frazer for such mounts. In other words, Kaiser-Frazer, mis- 
ising the data contained in the ‘‘Omaha package,”’ placed an order for mounts 
for an englne which they and everyone else concerned with the program was 
not to be used in their C—-119’s. 

Fairchild immediately checked Willow Run and found that the original data 
contained in the ‘‘Omaha package”’ had been distributed throughout the Willow 
Run organization and that no attempt whatever had been made to identify it 
so as to prevent its becoming mixed with the current, correct data which by then 
had been delivered to Willow Run by Fairchild. 

More than 1 year later parts of the ““Omaha package’’ were found in the paper 
work system at Kaiser-Frazer, and it is believed that some of it is there today. 





ATTACHMENT B 


Comparative airplane costs (per Air Force recorded costs for Fairchild and Air 
Force estimated costs for Kaiser-F razer) 











_ . Kaiser- 
Fairchild Preset 
— ihtieliciiatinhiaaes | 
Unit cost, first 71.4 C-119 airplanes _.....<...........~-+......---.------..--- $450, 189 $2, 159, 864 
Total cost, first 71.4 C-119 airplanes !_.............-...- Sel inete einem ‘ 32, 143, 525 154, 071, 526 
Unit cost, first 159 C-119 airplanes__._.................-- bin adtnee 4 ni 346, 995 1, 339, 140 
Total cost, first 159 C-119 airplanes _..........................--.....- ihaies 55, 172, 251 212, 923, 341 


Present Fairchild unit cost, $265, 067. 


| 71.4 airplanes represent the estimated equivalent airplanes completed by Kaiser-Frazer at April 30, 1953. 
Che above Fairchild cost to the Government include initial design, engineering, tooling, and preproduction 
cost. 
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Report of open commitments as of Jan. 31, 1952, July 31, 1952, Oct. 31, 1962, and 
Apr. 30, 1953, under contract—AF 33 (038)-18481 








Open commitments as of— 
Jan. 31, 1952 | July 31, 1952 | Oct. 31, 1952 | Apr. 30, 1953 
(1) (2) (3) (4) 

PTR SIR, 5 pnccthpoaenenadspeinstnendnndce $1, 242, 901 $1, 233, 641 $1, 029, 348 $250, 000 

Processing engineering... ....................-.- UE SO Fe nis ah Oh bn chad te wbbctes du deen ~--.- 
PINE TRIN cn cnincndej ccosdansuiinaws 15, 284, 702 10, 113, 726 6, 639, 208 5, 399, 854 
Major subcontractors... ........-........-..--- 10, 783, 151 10, 750, 132 17, 984, 380 13, 946, 325 
Total open commitments___.............. 27, 474, 479 22, 097, 499 25, 652, 936 19, 596, 179 





Actual number of planes outfactory and planes accepted by Air Force— Contract 
AF 83 (038) 18481 


Planes ac- 





Planes, 

SkFore | fyaway 
As at Jan. 31, 1952. .............. ole sigdagentpitllanbisidigiieatentele nie Ahan None None 
As at July 31, 1952 d ‘ Q 7 4 
As at Oct. 31, 1952 10 7 
As at Apr. 30, 1953. 44 37 








Estimated contract costs per Air Force accountant—Contract No. AF 33(088) 18481 


ProGuiiion mataelt.. os <3. SS Se es ob tei $14, 368, 938 
ERCRIOO atk. thin i HBS pS mee So eRe CCA Bt h eZ 28, 474, 992 
PIN bo oo wine oro enn peckn dis case late lute ois 87, 520, 468 
nt ok ete Ne St bs Lette thd od ae dates snes woke ke ee 4, 695, 942 
PCO. 2. on cB ie co ee a eS Bees 9, 012, 046 
Subcontracts........ _- wives smutc aids dh te as Eas sant io ns ake a 36, 187, 711 

Sn ohn cen + ena ie aah is peice cis Sell dill ah SAME he 180, 260, 097 
eg ee eae ee a Oe ee lee eee s eee ae 19, 353, 892 
Fes PORITRMININOG,. .... 5 oink peli ns Beh b tae b+ ok iw dabinees 2, 400, 333 
ND a oo on centccined SE bdbnddhs ddbbndeaes 1, 793, 931 

PI, occa ninee ante oleae aallanin ns tectainald dade aula 23, 548, 156 
Cineoe © Geo Seb omnis.) oo. . sos. eh oa oe 2, 038, 567 

Total con@act ee...... - LB a sn eee eau ds 205, 846, 820 
Fee__...-- Me Sc ctinencaaesade be cee dentin asec aee 7, 076, 521 

ene totel eouitadt. ...... 5.48 Ss boc. eue 212, 923, 341 
NE ING BOs bo go dk inn seni ie eae eee 10, 070, 784 

Cieene Gobel. gs. oso a S88 Aes tee ae 222, 994, 125 





Adjustment to first quarter, 1951 per audit report 


Adjustment for lst quarter, transfer of costs from direct charge to 
allocable and revisions of allocation bases_.................... $176, 084. 77 


Total adjustment to Ist quarter (including vacation hours)... 233, 622. 15 


Summary | 
Kaiser 8 
1953—C 

Suspendec 

- P Pend 

Pend 

To 
Pisappro 
Cont 


A, 


Nonal 


aw eet 


No 
burse! 


250, 000 


800,854 54 
946, 32 


506, 179 


——_ 


ntract 


a a 
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Summary of suspended, disapproved and nonallowable costs, including cost of Edgar 


Kaiser's open letter Pay in reply to Senator Styles Bridges as of Feb. 28, 


19538—-Contraet No. AF 38 (088)-18481 


Suspended costs: 


Pending proper documentation -----_..-_---- $24, 544. 92 

Pending proper approvals__._......-..----..-. 45, 775. 61 

ye SS ee a Sey he ae 

Disapproved costs: 
Concurred in by Kaiser: 
Labor: 
Vacation payments ------.....--.-- $715, 631. 44 
Other labor costs adjustments_._- ---- 213, 885. 95 


929, 517. 39 





Miscellaneous: 


Payroll taxes___.- -- 100, 829. 63 
Duplicate charges (burden and direct) - 612, 347. 90 
Other burden adjustments . - - - ~~ - - ~~ 505, 652. 99 
Direct charges reaccounted - - - - - ---- 87, 151. 60 
E. Kaiser’s Senator Bridges letter _ - _ - 4, 864. 65 

Total concurred in by Kaiser - - - - -- 1, 310, 846. 77 


2, 240, 364. 16 
Not concurred in by Kaiser: 
Burden adjustments due to shifting of 


vacation hours in burden bases_- - -- -- - - 350, 281. 29 


Teel diadppreved eee 5 os Fh oss. Sebi 
Nonallowable costs (note 1): 
Interest expense. - - - oe 
Dedication of first C-119 airplane- Re aale te ated 
Traveling and entertainment expenses -__-- - - ~~ 
Miscellaneous expenses__...........-.------ 


..-..---$1, 362, 267. 76 
61, 620. 65 
72, 533. 12 

132, 038. 85 


Total nonallowable costs_....-...-- Gait ited ie, Bin dee Mie dis area 


Total suspended, disapproved and nonallow- 
aE Sa Ee | a a 


$70, 320. 53 


2, 590, 645. 45 


1, 628, 460. 38 


4, 289, 426 36 


Nore 1.—The contractor has recognized that the above-listed nonallowable costs are not eligible for relme 


bursement by the Government. 





Average cos 





aL 
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by month to April 15, 1954—Contraet 


18481 


Contract costs 


Including 
fixed fee 


$161, 597, 873 


Excluding 
fixed fee 


$158, 426, 228 


May 1953 . 5, 219, 924 4, 887, 931 
June 1953 5, 468, 492 5, 120, 689 
July 1953 5, 5, 353, 448 


August 1953 
September 1953 
October 1953 





0, 
) 





4, 887, 931 
4, 887, 931 
5, 120, 689 





November 1953_. 5, 219, 924 4, 887, 931 
December 1953 5, 468, 492 5. 120, 689 
January 1954 5, 219, 924 4, 887, 981 
February 1954 4, 971, 357 4, 655, 172 
March 1954 5, 468, 492 5, 120, 689 
April 1954 2, 734, 246 2, 560, 345 
Total estimated cost at completion 222, 994, 125 215, 917, 604 
ApPpENDIX B 
DEPARTMENT OF THE AIR Force, 


HEADQUARTERS, Unirep States Arr Force, 
Washington 25, D. C., July 7, 1958. 
Hon. StyLes BrIpGEs, 
Chairman, Subcommittee on Aircraft Procurement, 
United States Senate, Washington, D. C. 

Dear Mr. Bripegs: In vour letter of June 29, 1953, you requested a statement 
with respect to certain allegations by Kaiser-Frazer Corp. witnesses at recent 
hearings conducted by the Senate Armed Services Committee on Aircraft Pro- 
‘urement, This statement prepared by Mr. Sidney C. Solomon, Air Force 
esident auditor, is forwarded herewith. 

Sincerely, 
A. B. THomas, 
Acting Deputy Auditor General. 
Force ReEsIpENT 


SUBMITTED BY SIDNEY C. SoLomon, AIR 


Aupiror, Kaiser Morors Corp. 


\iEMORANDUM 


1. Mr. Chairman, members of the committee, on June 2 through 5 and 23-24, 
1953, open hearings were conducted by your committee regarding award, produc- 
tion and costs of a contract by the Air Force to Willys Motors, Inc. (formerly 
Kaiser Manufacturing Corp.) a wholly owned subsidiary of Kaiser Motors Corp. 
formerly Kaiser-Frazer Corp.), to manufacture C-119 aircraft 

2. On June 23 and 24, Henry J. Kaiser, chairman of the board of Kaiser Motors 
Corp., read into the record a 22 page prepared statement. He supplemented the 
statement by presenting for the record an $88 page memorandum. 

3. The technical staff of your committee have requested that I submit for the 
record My comments on that portion of Henry J. Kaiser’s statement and/or 
memorandum that is at variance with the facts and testimony or data submitted 
by me to your committee on June 5, 1953. 

4 Mr. Kaiser stated on page 9 of the prepared statement that— 

‘“We submitted it to the Air Force for approval some 4 months after the contract 
was awarded. This manual was approved, with minor changes, but not until 
7 months after submission. After it was approved, it was, of course, necessary 
to go back and adjust the allocation of costs in accordance with the approved 
manual. 

“Tt was not only unfair, but totally misleading, to create the impression that 
K-F was attempting to charge items to aircraft that should be automotive during 
that period of time when the manual had already been submitted by us but had 
not been approved by the Air Force. 

“The committee's staff is thoroughly aware of the fact that the normal agreed 
procedure, now that the manual has been approved, is for us to take up any item 
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on which there may be any question for review with the Air Force Audit Section 
before submitting any claim for reimbursement. 

“The cost of publishing the letter to Senator Bridges, in those towns only where 
K-F was operating plants, and in Washington, D. C. would normally, under th: 
approved accounting procedure, have gone into the common account, to be dis- 
tributed between automotive and aircraft costs. Because of the special! circum- 
stances involved, we raised the question of including this item, before submitting 
ony claim, and K-F did not file a claim for reimbursement on this item.” 

he facts are that— 

(1) Although the manual is dated April 1, 1951, it was presented to the Air 
Foree for approval on June 18, 1951, some 6 months after the contract was 
awarded. 

(2) The manual was approved by the Air Force with recommended changes on 
October 26, 1951, some 4 months later after considerable analysis and systen 
survey. 

(3) Kaiser personnel were instructed to comply with the manual, upon its issue, 
not to wait for approval. However, costs were not properly distributed in com- 
pliance with the stated procedures and policies of the manual. 

(4) Agreed procedure now in effect was instituted in September 1952 some 11 
months after the Air Force approval of the manual. Contractor personnel do 
now take up certain items that may be questioned before submitting a claim for 
reimbursement, but not all items. 

(5) Under the approved accounting procedure the cost of publishing the letter 
to Senator Bridges would not normally have gone into the common overhead, to 
be distributed between automotive and aircraft costs. Kaiser personnel did not 
raise the question of including this item, the resident auditor raised the question 
as evidenced by the first paragraphs of attached interoffice correspondence dated 
January 16, 1953 and signed by Kaiser's general auditor, E. R. Jones (exhibit A), 
which states “The USAF auditor assigned to current audit has objected to the 
account distribution assigned on the basis that the charge represents advertising 
expense and consequently is not allowable.” 

5. Mr. Kaiser stated on page 10 of the prepared statement that— 

“We never asked the Air Force to pay for vacations earned on automotive 
work: In fact, we ourselves proposed the vacation formula that was adopted.’ 

The facts are that the Air Force was asked to pay for vacations earned on 
automotive work and Mr. Solomon objected and disallowed the cost. 
sive evidence, attached hereto are the following: 

(1) Interoffice correspondence dated December 28, 1951, from H. A. Koop, 
Kaiser’s chief accountant to C. M. Hollis, Kaiser’s vice president (exhibit B), 
which states in the last paragraphs of pages 4 and 5’’ * * * on December 13, 1951, 
Mr. Solomon informed the writer of two additional items which require investiga- 
tion and disposicion as follows: (b) Objection was taken to our method of charging 
vacation pormonts for wage and salary employees. It is believed that this should 
be the subject of further discussion prior to resolving what action will be pursued 
in arriving at an equitable distribution of these charges.” 

(2) Three audit instruction letters are attached (exhibit C, D, and E). They 
state clearly that the original policy of the contractor was to charge vacation pay 
to the department the employee was working at the time the vacation was paid. 
They also outline what steps were taken by the auditors, at the direction of the 
resident auditor, in order to remove automotive vacation pay from aircraft costs. 
In order to effect the necessary adjustments for incorrectly charged vacation pay, 
it was necessary to establish audit procedures to screen all wage and salary costs 
for the year 1951 and the first 6 months of 1952. This was accomplished through 
the media of audit instruction letters. The formula continually referred to by 
Mr. Kaiser was just a short cut in avoiding considerable detail clerical audit work. 

(3) Formal disallowance by the Air Force resident auditor and contracting 
officer of $169,581.85 “‘to transfer, in part, vacation pay for 1951 charged directly 
to aircraft instead of automotive” (exhibit F, 4 pages). Kaiser’s acceptance of the 
disallowance is shown in exhibit F (sheet 4). 

6. Mr. Kaiser states on page 26, paragraph 16 of the memorandum that— 
‘This estimate totaled $212,923,341. A check of his addition shows that it should 
be $213,923,341.” 

The fact is that the schedule “Total contract costs as estimated by AF 
accountant” submitted by me to your committee in testimony on June 5, 1953 
has no errors and should total $212,923,341 as shown in exhibit G attached hereto. 

7. Mr. Kaiser states on page 28, paragraph 21 of the memorandum that— 
“The footnote on the costs (tr., p. 337) states: ‘With the time limitation imposed 
it has not been possible for either the contractor or the auditor to evaluate these 
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costs in the computation of the equivalent airframes completed.’’’ Implying that 
the footnote refers to all costs. 

The fact is that the footnote referred to applied only to subcontractor’s costs 
and production material released to the production line upon which no production 
labor had been incurred. The schedule with the referenced note is attached 
hereto (exhibit H). Your attention is invited to note G. 

8. Mr. Kaiser states on page 29 that—‘“Senator Flanders questioned this method 
of amortizing special tooling and nonrecurring expenses, * * *” 

Reproduced as exhibit I is a transcript of the testimony. Senator Flanders did 
not question the method, but stated that he presumed the Kaiser-Frazer Co. 
would feel it unfair. 

9. Mr. Kaiser states on page 53 that—‘“‘Mr. Solomon has recently estimated 
the cost of completion as $213,923,341. Mr. Solomon’s estimate is approximately 
$15 million too high. Our principal reasons for disagreeing with Mr. Solomon 
are as follows: 

‘“(a) Mr. Solomon estimates total burden as $8,236,035 higher than our estimate. 
To reach this figure we would have to inerease our average monthly burden 
expenditure by $1 million per month, * * * 

“(b) Mr. Solomon estimates direct labor charges at $5 million over our esti- 
mates; * * . we believe the contract will be completed well within our esti- 
mate * * *, 

The facts are as follows: 

(a) Mr. Solomon estimated the costs to completion as $212,923,341, not $213,- 
923,341 as stated by Mr. Kaiser. 

(b) Kaiser’s estimated total burden is predicated on a December 31, 1953, 
unrealistic completion date. Mr. Solomon’s estimated total burden is predicated 
on Air Force production personnel realistic estimated March 31, 1954, completion 
date. To reach Mr. Solomon’s figure, the average monthly burden expenditure 
would be reduced, not increased as claimed by Mr. Kaiser. 

(c) Mr. Solomon’s estimated direct labor costs are predicated on .he premise 
that Kaiser would achieve approximately an 80-percent learning curve from April 
30, 1953, to completion. To complete the contract within Mr. Kaiser’s estimate 
would require achieving in my opinion an unrealistic better than 70 percent 
learning curve. 

10. Mr. Kaiser, on page 54, in column 3 of a schedule headed “Projection of 
cost C-119 contract’? shows Mr. Solomon’s estimate for “Clause 4, no fee items’’ 
as $3,038,567 instead of the $2,038,567 figure actually used by Mr. Sclomon. 

11. Mr. Kaiser states on page 58, paragraph 2 that “We never asked the Air 
Force to pay for vacations earned on automotive work; in fact, we ourselves 
proposed the vacation formula that was adopted.”’ He further states on page 71, 
paragraph (2): ‘The inference is that Mr. Solomon in the course of his audit of our 
vouchers discovered erroneous accounting treatment and corrected it by dis- 
allowance. On the contrary, the transfer of this amount from aircraft to auto- 
motive costs is the result of a formula we ourselves proposed to Mr. Solomon.” 
And he also states on page 72: “This (the vacation adjustment) was not a case 
where he (the resident auditor) brought the matter to our attention and caused 
us to make the adjustment.” 

The facts are that the Air Force was asked to pay for vacations earned on 
automotive work and Mr. Solomon, the resident auditor, objected and disallowed 
the costs. As conclusive evidence of the resident auditor’s actions in this matter 
attached hereto are the following: 

(1) Interoffice correspondence dated December 28, 1951, from H. A. Koop, 
Kaiser’s chief accountant, to C. M. Hollis, Kaiser’s vice president (exhibit J), 
which states in the last paragraphs of pages 4 and 5 ‘‘“* * * on December 13, 1951, 
Mr. Solomon informed the writer of two additional items which require investiga- 
tion and disposition as follows: (b) Objection was taken to our method of charging 
vacation payments for wage and salary employees. It is believed that this should 
be the subject of further discussion prior to resolving what action will be pursued 
in arriving at an equitable distribution of these charges.” 

(2) Three audit instruction letters are attached (exhibits K, L,and M). They 
state clearly that the original policy of the contractor was to charge vacation pay 
to the department the employee was working at the time the vacation was paid. 
They also outline what steps were taken by the auditors, at the direction of the 
resident auditor, in order to remove automotive vacation pay from aircraft costs. 
In order to effect the necessary adjustments for incorrectly charged vacation pay, 
it was necessary to establish audit procedures to screen all wage and salary costs 
for the year 1951 and the first 6 months of 1952. This was accomplished through 
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the media of audit instruction letters. The formula continually referred to by 
Mr. Kaiser was just a short cut in avoiding considerable detail clerical audit work. 

(3) Formal disallowance by the Air Force resident auditor and contracting 
officer of $169,581.85 ‘‘to transfer, in part, vacation pay for 1951 charged direct], 
to aircraft instead of automotive” (exhibit N, 4 pp.). Kaiser’s acceptance of 
the disallowance is shown in exhibit N (sheet 4). 

12. On page 61, Mr. Kaiser stresses the importance of getting the time sequence 
on the record. He states that their statement of accounting policies was presented 
to the Air Force on April 1, 1951, and that it took the Air Force almost 7 months 
to approve the system with only slight modification. He further states that they 
were considerably handicapped in their accounting procedures because of uncer- 
tainty about the Air Force views on certain details of the system. 

The facts are— 

(1) The corporation submitted their accounting policies manual to the Air 
Force on June 18, 1951—6 months, not 4 months, after the contract was let. 

(2) By, expediting the necessary detail analysis and system survey, the Air 
Force approved the manual, with recommended changes, on October 26, 1951 

exhibit O), within 4 months from the receipt date. 

(3) Contractor personnel were instructed by Kaiser management to imme- 
diately comply with the manual—not wait for Air Force approval. The resident 
auditor knows of no handicap at any time in the accounting procedures of the 
Kaiser Motors Corp. due to lack of approval of the manual by the Air Force. 

13. On page 63, Mr. Kaiser states that ‘‘We are glad to agree with the specific 
testimony of the Air Force resident auditor that its use has resulted in a situation 
where no costs not allocable to defense contracts have been reimbursed by the Air 
Force (tr., p. 319).”’ 

The fact is that my statement was not about the manual in answer to Senator 
Bridges’ question, ‘‘Have you by your auditing processes been able to be sure that 
no automotive costs were improperly allocated to the C-119 contract since you 
set up the audit residency at Willow Run?’ I testified, “Under the selective 
audit procedure in effect, it is my opinion that no costs not allocable to defense 
contracts have been reimbursed.” 

14. On page 65, Mr. Kaiser states, ‘‘We are at a loss to understand how the 
Air Force resident determined disallowances during the first quarter of 1951 in the 
amount of $406,007.62 * * *,” 

The fact is that as recorded on testimony, page 312, I stated, ‘The difference 
between the contractor’s booked costs and the Air Force audited costs under the 
C-119 program amounted to $406,000.” Submitted hereto is exhibit P supporting 
my statement. Mr. Kaiser’s accounting staff can readily confirm the accuracy of 
the exhibit. 

15. On page 65, Mr. Kaiser states, ‘‘We contend that there was no excessive 
idle time in the Willow Run plant during the period of time under review nor at 
the present time and we support that contention with the fact that no formal 
disallowance has ever been made for excessive idle time from the beginning of 
the contract through May 31, 1953.” 

The fact that no formal disallowance has been taken to the present time does 
not support Mr. Kaiser’s contention that there was no excessive idle time. Ex- 
hibit Q attached hereto is evidence that formal action by the Air Force on this 
problem is under consideration. 

16. On page 66, Mr. Kaiser made use of a joint audit report made in February 
1952 to refute Mr. Solomon’s testimony with respect to manual adjustment of 
clock cards. 

The fact is that manual adjustments of clock cards was a serious deficiency 
during the year 1951. 

An audit of aircraft hourly employees’ payroll clock cards for the payroll week 
ending June 10, 1951, conducted by the resident auditor, revealed that 68 percent 
of the clock cards examined were manually adjusted. A joint audit by Kaiser 
and Air Force in November 1951 indicated that this unsatisfactory condition 
still existed. On January 18, 1952, as the problem of manually adjusted clock 
cards had not been corrected, the resident auditor advised the contractor that 
“Exception will be taken to payroll costs supported by manually adjusted clock 
cards.” 

The resident auditor’s letter of January 18, 1952, with copies of all correspon- 
dence referred to therein are attached hereto (exhibit V, 1 to 6). The contractor 
took adequate steps to correct this problem immediately after receipt of Mr. 
Solomon’s January 18, 1952, letter. 
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17. On page 73, in respect to duplicate charges, Mr. Kaiser states that ‘Both 
these items were disallowed at our request, so that we could reclassify and re- 
submit them as necessary. The regulations covering public vouchers prohibit 
the use of credits * * *,” 

The facts‘are that 

(1) There are no regulations prohibiting the use of credits.on public vouchers. 

2) The contractor first claimed reimbursement (and was actually reimbursed) 
for these costs as direct charges to the contract. During the later audit of over- 
ead vouchers, the resident auditor discovered the costs had been again sub- 
nitted for reimbursement, this time as overhead. 

18. On page 74, Mr. Kaiser states that ‘This item of cost (E. Kaiser’s letter to 
Senator Bridges) was never formally submitted to the Air Force for reimburse- 
ment.” 

The facts are that under the current audit program in force at Willow Run, all 
verhead costs are reviewed by Air Force auditors when they are recorded for 
reimbursement. The contractor recorded the costs of Senator Bridges’ letter 
as an allocable overhead cost and would have recovered a portion of the cost 
through the distribution of overhead. However, as evidenced by exhibit R, the 
\ir Force auditor objected to this treatment of the cost and refused to approve the 
ost for reimbursement. The contractor then attempted to obtain approval by 
the contracting officer on accounting policy letter No. 45 (exhibit $). The resident 
auditor’s recommendation to the contracting officer to disapprove this cost is 
shown in exhibit T. The contracting officer refused to allow reimbursement 
exhibit U). 

19. On page 77, Mr. Kaiser states that the ‘burden adjustments due to shifting 
of vacation hours in burden bases, in the amount of $350,281.29, is in dispute 
between Mr. Solomon and ourselves.” 

This is not the case. The amount of $350,281.29 has been definitively disallowed 
by the resident auditor and he has been sustained in his disallowance by the 
contracting officer (exhibit W). 

20. The items of nonallowable costs dealt with by Mr. Kaiser on page 77 were 
properly handled by the resident auditor in his testimony to the Senate com- 
mittee. Exhibit X, suspended, disallowed, and nonallowable costs, clearly 
sets forth the nonallowable costs, properly segregated and identified. Note | 
to the schedule further clarifies the fact that the contractor does not seek re- 
imbursement for these costs. 
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INTEROFFICE CORRESPONDENCE 
JANUARY 16, 1953. 
To: J. F. Cocks. 
From: E. R. Jones, general auditor. 
Subject: Current audit review of November 1952 journal vouchers (partial) 
Plant or office: DD-11 baleony, 

JV 11-89—To record expense of open letter to Bridges.—The above journal 
voucher charges $4,745.47 to account 99-5607-951 and credits KF Sales Corp. 
current account 10904. The original payment was made by the sales corporation 
to William H. Weintraub & Co., Ine., on voucher No. 29800 dated November 28, 
1952. 

The USAF auditor assigned to current audit has objected to the account 
distribution assigned on the basis that the charge represents advertising expense 
and consequently is not allowable. It was further noted that the total advance 
was not supported as of this date (December 30, 1952). We will suspend the 
above amount from November costs and it is requested that you advise us of 
the final disposition of the item. 

JV 11-115—Transfer between service parts warehouse, etc.—Attached hereto 
is schedule A which reflects the findings and recommendations resulting from a 
review of JV 11-115. 

It is suggested that the recommended changes be effected in December costs. 

JV 11-141—Usage allowances.—The question regarding distribution of charges 
on cars assigned to Walton Cloke has not as yet been resolved. 

Three cars were assigned to W. Cloke during November and the usage allowance 
was charged to 99-957. We would appreciate an early decision on this matter. 

A joint survey was made of courtesy garage records to compare the distribution 
of corporate cars as assigned with the tabulated listing, MT-21, which is used 
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by the cost department as a basis for distributing usage allowance. Discrepancies 
were noted as follows: 





} ' a Department 
Car No. As recorded, MT-21 562 records 
i 
521-1207149___ pes teed pad _ ag Res Oe WS 
ee, Se eee otid bn le MCS eb kw aesbh si Atel erases Ye 
GB3-1319058. ..............-..--... bo nn Slt nineties billlieia dew 2s: Ubon boeninn tenn ‘ 
534-1212442._..__._- cpeamormerhaniesd | Te circ enn =n atkins sone pert --| Oakland. 
534-1211152_ ._. ; neko at clined SEM Ces ebhs sot \ecalwubabbis nuh JLciy ape 


The above discrepancies are noted for your information should you wish to 
have the records adjusted. 

JV 11-155—To record the redistribution of tabulating department expense for 
month of November 1952.—We note that Application P—5 (Reconciliation of Bank 
Accounts) was charged in the amount of $3,531.52 to A/C99-6803-952. It is 
recommended that distribution be made instead to A/C 99-6803-—551, Treasury 
Department. If you concur with this recommendation, it is suggested that this 
adjustment be effected on a December journal entry as well as a similar adjust- 
ment for each of the months, July through October 1952. 

JV 11-158—To record the transfer of nonproduction material between byproducts, 
central stores, and various departments for month of November 1952.—The following 
items of cost included on the above journal voucher are questioned: 

1. Gasoline and oil withdrawn on six transfer orders for power trucks at KDX 
Building No. 39, in the amount of $26.75, was charged to account No. 01—5804—181. 
Because the transfer orders specify that the truck is assigned to department 312, 
it is requested that the cost in question be reaccounted to 99-5804-399 in accord- 
ance with accounting instruction No. 35, page 3, paragraph IV-D. 

2. Chevrolet parts being transferred from byproducts to service garage were 
accounted as follows: 


DR 99-5804-312_ _ __ SPC oS NE aig LEY ts Hep pe <5 $175. 71 
COED ais to ee eerie Se <n Bic tc ilk mee diehr mtn dhinekmesalle 6 Sania 175. 71 


We find that the material was purchased on P. O. 811901, Vincent’s Chevrolet 
Co., Ine., at a cost of $154.82 and eharged to 01-5804-415. As far as can be 
determined, the transfer of the items (TO No. 132812) from experimental to 
byproducts was not recorded. In view of the above, it would appear that the 
transfer from byproducts to department 312 (TO No. 164433), referred to above, 
should be accounted as follows: 


DR 99-5804-399___..__._-- Dicuiion 20 S.bbe ke See seek $154. 82 
CR 01—5804-415_ __ _- a berks binet esate tiie ann 154. 82 


We cannot account for the difference between the amount recorded and the 
cost as indicated on the purchase order. 

JV 11-167—To record distribution of telephone and telegraph expense for month 
of November 1952.—Journal voucher 10-194—13 (adjusting July costs) erroneously 
charged KF Richmond for Western Union and TWX expense in the amount of 
$4,140.23. Credit for the above charge was extended to KF Richmond by 
subject journal voucher 11-167. However, it was noted that the credit issued 
was in the amount of $4,130.23 with no accompanying explanation of the $10 
difference. 

Further, it should be noted that because this adjustment was not recorded on 
a No. 194 series journal, it was consequently allocated on November percentages 
instead of the applicable July percentages. Your disposition of the two dis- 
crepancies will be appreciated. 

JV 11-187—To record the value of repair work performed by the retatl service 
garage on corporate owned cars.—It was determined that one radio part, No. 100,170 
at $28.93, was credited to account 99—5503-562. Because the USAF will not ac- 
cept charges for radios or similar accessories on corporate owned cars, this amount 
will be suspended from November costs pending a procedure covering items of 
this nature. 

JV 11-192—To record transfer of nonproduction material from automotive central 
stores to aircraft central stores for November 1952.—Transfer requisition No, 589 
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records the transfer of 55 gallons of No. 343564-16 Dado green paint at $113.30 
as follows: 


DR 98—-5806-299 ____.....-...-- ray he WE De earn Co wintieie See ae 


charged to 99-398 at time of purchase. The above requisition should, therefore, 
have been handled as a no charge item. We will suspend the above amcunt in 
November costs pending your action thereon. 

JV 11-204—To record work order correction.—The above journal voucher cor- 
rects the work order distribution of food consultant fees, in the amount of $200 
paid on voucher No. 166151. Voucher register corrections within the month sup- 
plemented by the subject JV indicates the final distribution of this expense to be 
A/C 99-5709-953. 

As explained in our journal voucher review on October that this charge should 
have remained in A/C 99—5709-354 (refer to letter, dated Dec, 22, 1952, regard- 
ing JV No. 10-194~-8). We have been advised by the cost department that the 
consultant’s fees will be adjusted to department 354 in December costs. 

Outpatient billings for November.—Billings for November were reviewed and 
diserepancies noted. The attached schedule B details these exceptions and reeom- 


mendations for adjustment. 
E. R. Jonss. 





Exuisir B 
INTEROFFICE CORRESPONDENCE 
DeceMBER 28, 1951. 


To: Messrs. C. M. Hollis, R. J. Jespersen, R. C. Boland, W. M. Sales. 
From: H. A. Koop, chief accountant. 
Plant or office: Willow Run, Mich. 


1. VENDORS’ INVOICES AGAINST PURCHASE ORDERS COVERING TIME AND MATERIAL 
CHARGES 


The accounts payable department have been withholding payment of invoices 
covering time and material charges for the reason that the invoices have not been 
audited by either the Kaiser-Frazer auditing department or USAF audit staff, 
as well as experiencing considerable delay in obtaining the approval of the pro- 
duction engineering department on these invoices. Numerous requests have been 
received from the subject vendors requesting reimbursement in order to meet 
payrolls and current expenses. In order to alleviate this condition and aid our 
vendors in meeting their obligations it was agreed that Kaiser Manufacturing 
Corp. would pay all invoices in accordance with the payment prescribed on our 
purchase order using the Nos. 2 and 3 copies of the invoice as support for our 
payment remitting 90 percent of the amount shown on the invoice. 

Periodically the accounts payable department will be requested to prepare a 
list of all time and material invoices paid by Kaiser Manufacturing Corp. for which 
reimbursement has not been requested by the USAF because of the lack of proper 
documentation. This list is to show the date paid, the payment voucher number, 
vendor name, gross amount of invoice paid, the amount withheld by Kaiser 
Manufacturing Corp., and the net amount paid to the vendor, and will be sub- 
mitted to the assistant controller who will take the necessary steps to secure the 
approval of the contracting officer for provisional payment pending the audit and 
production engineering department’s approval as well as other necessary docu- 
mentation. 

As proper documentation is secured to support each invoice the accounts 
payable department will attach this documentation to the payment voucher copy 
ordinarily submitted in support of public vouchers. Upon full documentation 
of a completed payment voucher a credit memo will be issued to the vendor for 
the 10 percent withheld on the original payment and the payment voucher with 
the completed documentation along with the payment voucher for the 10 percent 
originally withheld will be transmitted to the public vouchering department for 
preparation of a public voucher which will cover the amount paid to the vendor 
supported by our credit memo as well as the amounts, if any, suspended by the 
USAF at the time provisional payment was made. 
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2. PUBLIC VOUCHERS SUBMITTED FOR PAYROLL DISTRIBUTION 


In order to expedite reimbursement for direct charge and defense pool payrolls 
it was agreed that public vouchers would be submitted supported by a WT-7 
tabulated listing which the cost department will have reviewed and indicated 
manual corrections thereto covering any errors noted in their review, along wit! 
a worksheet showing these adjustments and the manual corrections. A copy of 
this worksheet is submitted to the tabulating department which will be key- 
punched and incorporated into the labor distribution deck after which the WT-—i0 
tabulated listing will be prepared and transmitted to the public vouchering depart 
ment. Any differences between the WT-7 tabulated listing supporting the public 
voucher and the WT-10 will be submitted on a “resubmission publie voucher’’ 
requesting additional amounts or giving credit for any excess amounts included 
in the original public voucher. 

3. OVERHEAD 


It was agreed that public vouchers would be submitted covering overhead i) 
the following manner: 

The overhead incurred through the 15th of the month will be submitted o1 
public vouchers on the 20th of that month. On the 5th of the following month, 
the overhead incurred from the 16th through the end of the previous month will 
be submitted on public vouchers. 

Public vouchers covering overhead submitted in this manner shall be supported 
by showing the following: 

(a) Overhead recorded in the voucher register through the 15th of the mont! 
indicating the amount which is defense pool overhead (prefix 98) and the portio: 
of allocable (prefix 99) determined to be allocable to defense pool as of the dat: 
of submission. 


(b) Defense pool portion of allocable payroll (prefix 99) allocable to defens 
pool. 

(c) All other overhead, direct charge and/or allocable determined to be allocabk 
to the defense pool as of the date of submission. This will include, but shall not 
be limited to such items as depreciation, taxes, insurance, etc., which usually are 
entered into the records through the medium of journal vouchers. 

Mr. Solomon agreed to accept public vouchers submitted in this manne 
although indicating that the public vouchers covering these transactions may 
not be approved in the amount as submitted, for the reason that his office may 
file a suspension notice for a withholding factor. 

As soon as the books for that month are formally closed and the overhead for 
the defense pool ascertained, the public vouchering department will issue a publi: 
voucher for the total amount of overhead charged against the defense pool less the 
amount received as‘reimbursement against that month’s overhead. 

It is understood that all public vouchers submitted as referred to herein will b: 
submitted by contract in order that proper segregation of costs may be made 

It was further agreed that a public voucher would be submitted on December 
12th or 13th to cover overhead for the month of November in the manner pre 
scribed above; however, in view of the fact that the November books would b« 
closed by December 19, at which time the actual overhead for this month would 
be determinable, it was agreed to submit November on an actual basis rather thar 
using the formula prescribed above. 


4. ADJUSTED OVERHEAD FOR THE PERIOD JANUARY THROUGH AUGUST 


Due to a misunderstanding, overhead for the month of August adjusted i: 
accordance with the accepted new principle and basis, was presented on publi: 
vouchers prior to discussing and reviewing the work sheets with the resident 
auditor. It was agreed that under no circumstances would public vouchers be 
submitted for adjusted overhead for the months of January through August 
prior to completion of the review and adjustment of payroll distribution for the 
same period and then only after review and discussion with the resident auditor 
Mr. Solomon indicated that action contrary to this agreed procedure would onl) 
result in his office suspending these charges which results in additional work for 
both his office and our personnel. 

An estimated timing schedule is attached hereto indicating the date of comple- 
tion for review and adjustment of prior month overhead as submitted as well as 
well as results of review of payroll distribution for the months of January, Feb- 
ruary, March, April, July, August, and September. 
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Every effort will be made to complete the review of payroll distribution and 
adjust the overhead for the period in question and secure the approval of the 
resident auditor in sufficient time to record the final adjusted entries in the 1951 
accounting period. However, to insure that the year end closing reflects the 
major adjustments resulting from this review it was agreed that these adjust- 
ments would be placed on the books as soon as the review of each month is com- 
pleted by the accounting Cepartment. Additional corrections, if any, resulting 
from the review of these adjustments with the resident auditor, will be recorded 
at the time of that review which we hope will occur prior to the final closing 
of the books. 

5. REVIEW OF PAYROLL DISTRIRUTION 


Mr. Solomon stated that a representative of his office had reviewed the pro- 
cedure being followed by our cost accounting department in reviewing and 
adjusting payroll distribution for the period January through April, and July, 
August, and September and offered the following comments in this connection: 

(a) Adjustments were not being recorded for discrepancies wherein an incorrect 
department is charged which results in an error in allocation. It was pointed 
out that in several instances department 398 was charged whereas department 
399 should have been charged and vice versa. Inasmuch as department 398 
is allocated on floor space whereas department 399 is allocated on total direct 
charge man-hours, an error in allocation results, 

It was agreed that the cost accounting department would make these correc- 
tions in their current review as well as again reviewing all weeks already com- 
pleted and make the necessary adjustments for any errors in departments charged 
which results in an error in the allocation. 

(6) Due to a misunderstanding, the auditor making the review for the USAF 
was informed that the listing of hours for which inadequate descriptions were 
shown on the crew sheets was to be discontinued. This misunderstanding had 
been corrected prior to this meeting and the cost- accounting department is 
continuing to list these hours. 

(c) Mr. Solomon pointed out that his office would be unable to accept payroll 
distribution review as being complete until such time as the salary payroll dis- 
tribution cards were reviewed nor would he be able to accept the overhead 
application for these months for the same reason. It was agreed that this review 
is a necessary factor in making the proper determination of both payroll dis 
tribution and overhead application, therefore this review must be completed 
prior to discussing the labor distribution or overhead application for any given 
month. 

(d) It was agreed that the accounting review of payroll distribution for the 
months of January, February, and March, would be made on the basis of the 
procedure prescribed in our timekeeping and payroll manual as accepted by the 
USAF and resident auditor. Discrepancies noted in the review of payroll dis- 
tribution for this period will be refiected in accounting records as soon as a month 
is completed. However, no adjustments will be recorded for this period for 
overhead until such time as both factors have been discussed with the resident 
auditor. This is necessary for the reason that the treatment of payroll distribu- 
tion for the months of January, February, and March, in accordance with the 
present timekeeping and payroll manual, may result in an inequity, therefore 
it was agreed that this period would be subject to further discussion and negotia- 
tion before recording any adjustments to overhead. 

The foregoing represents the matters discussed and the decisions reached dur- 
ing the meeting on December 12, 1951. However, on December™3, 1951, Mr. 
Solomon informed the writer of two additional items which required investigation 
and disposition as follows: 

(a) Mr. Solomon presented the question as to the proper distribution of over- 
time between aircraft and automotive operations. He indicated that a review of 
payroll distribution disclosed numerous instances wherein employees assigned to 
automotive departments throughout the week were reassigned to aircraft opera- 
tions on Saturday which resulted in charging the aircraft program with the over- 
time for that day. It was explained to Mr. Solomon that our policy has always 
been that overtime premium hours follow the basic hours worked and are charged 
accordingly. It was further explained that since January 1, 1951, there have 
been very few instances that required overtime on automotive operations, whereas 
the urgeney of the aircraft program required considerable overtime and because 
of the scarcity of and delay in securing additional qualified personnel for the air- 
craft program it was necessary to work automotive personnel on the aircraft pro- 
gram On an overtime basis in order to expedite this program. 
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In a further meeting with Messrs. Solomon, Jespersen, and Greenwald on De- 
cember 27, 1951, it was agreed that we would present a statement of accounting 
policy to the contracting officer on the subject of distribution of overtime premium. 

(b) Objection was taken to our method of charging vacation payments for wage 
and salary employees. It is believed that this should be the subject of further 
discussion prior to resolving what action will be pursued in arriving at an equitable 
distribution of these charges. 

H. A. Koop. 


Exurrit C 


INTEROFFICE CORRESPONDENCE 
APRIL 22, 1952. 
To: Mr. J. L. Cook. 
From: J. F. Greenwald, director of accounting systems and auditing. 
Subject: Audit of 1951 overhead: Vacation-pay costs. 
Plant or office: Willow Run. 


AUDIT INSTRUCTION LETTER NO. 5 


The accounting policy covering the distribution of vacation-pay costs for the 
calendar year 1951 provided that such costs would be absorbed as departmental 
overhead of the department on whose payroll the employee was carried at the 
time the vacation was paid. The distribution of costs was accordingly made to 
automotive and defense activities by direct charge and/or through allocation of 
the various departmental costs. This policy applied to both hourly and salary 
vacation payments. 

In the case of salary employees, a common anniversary date of May 1 has been 
established, and the amount of vacation pay earned by all salaried employees is 
calculated according to that date. The corporate liability for salaried vacations 
as of May 1, 1951, was accrued to the employee during the preceding 12-month 
period but was not set up on the books. Actual vacation payments were made 
subsequent to May 1, 1951, and were included in departmental costs at the time 
of actual payment. In view of the foregoing, it is apparent that all salaried vaca- 
tions were earned previous to May 1, 1951, and, since there was very little defense 
activity prior to that date, it is assumed that all salaried vacation payments 
during the calendar year 1951 are a legitimate automotive cost. 

In the case of hourly workers, each employee has his own anniversary date 
from which earned vacations are calculated. After an employee reaches his 
anniversary date, each year, a corporate liability exists for amount of vacation 
earned by the employee. The employee may take his vacation at any time sub- 
sequent to his anniversary date provided it is taken within a 12-month succeeding 
period. The actual recording of departmental costs occurs at the time the vaca- 
tion payment is made. From the foregoing it is evident that tie distribution of 
cost according to the accounting policy outlined above has given no consideration 
to the actual time during which the vacation was earned. 

An adjustment to vacation costs for the year 1951 must be made to correct 
this inequitable distribution factor. 

Following is the audit procedure to be followed to effect the adjustment to 
the year 1951 overhead insofar as vacation-pay costs are concerned: 

1. From payroll detail IBM files, reproduce all vacation payments made 
during the year 1951. 

2. Prepare detail tabulation of vacation payments, both salary and hourly, 
by week, by department, and by contract charged. 

3. Prepare summary tabulation of salary vacation payments, by month, by 
department, and by contract charged. 

4. Prepare summary tabulation of hourly vacation payments, by month, by 
department and by contract charged. 

5. Prepare workpapers for each month to recap total vacations paid; separate 
work papers for salary and hourly. These workpapers will be completed by 
transcribing departmental costs from tabulated lists referred to in item 3 and 4, 
above. At this point the workpapers will reflect the costs ‘‘as recorded.’’ In 
preparing these workpapers departmentalization will be maintained only to the 
extent required for the various allocation code bases. Departments falling under 
a common allocation code may be combined. 
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6. From detail tabulated list referred to in item 2, above, prepare a workpaper 
listing the badge number of a representative group of hourly employees from the 
midweek payroll of June, July, August, September, October, November, and 
December. In the column headed “As recorded’”’ post the number of months 
charged to each contract code. From the personnel history record of the selected 
employees establish the vacation anniversary date for each. Review each history 
record to determine the departments that each of the employees worked in each 
month of his vacation year. Convert the departments to contract codes. In 
the column headed “Should be’ post the number of months to each contract 
code in accordance with the way each vacation was earned. To determine the 
adjustment factor for each month, divide the total months in contract code 
98 in the “should be” column by the total months in contract code 98 in the 
“As recorded’’ column. This will establish the percentage of vacation costs 
that are allowable under defense contracts. In order to determine the adjust- 
ment factor for each month for code 99, perform the same steps as outlined above. 

7. The adjustment factor developed in item 6, above, will be posted to the 
workpapers developed in item 5, above, and will constitute the calculation of 
costs under “should be” columns. For purposes of simplicity it is assumed that 
all hourly vacations paid prior to June 1, 1951, are a legitimate automotive cost. 

8. From the columns headed “As recorded” deduct the columns headed 
“Should be” and calculate and post the differences in the columns headed “Ad- 
justment”’. 

9. Prepare recap of ‘‘Adjustment” amounts by month, reflecting detail debit 
= credit hours and amounts by department; separate recap for salary and 

ourly. 

The controller and resident auditor, USAF, are requested to indicate their 
approval on the duplicate copy of this letter if they concur with the procedure 
outlined herein. 

J. F. GREENWALD. 


C. M. Hottis, 
Vice President and Controller. 


Approved: 


Approved: 
8. C. Sotomon, 
Resident Auditor, USAF 
Conformed copy: 
E. R. Jongs, 
General Auditor, Kaiser-Frazer Corporation 
January 12, 1953. 





Exuisit D 


INTEROFFICE CORRESPONDENCE 
NovEeMBER 6, 1952. 
To: John M. Gillette. 
From: E, R. Jones, general auditor. 
Subject: Audit of overhead costs: January-through-June-1952 vacation-pay costs. 
Plant or office: DD 11 Balcony, 


AUDIT INSTRUCTION LETTER NO. 2 


The accounting policy covering the distribution of vacation-pay costs for the 
first 26 payroll weeks of 1952 (January 1 through June 22) provided that such 
costs would be absorbed as departmental overhead of the department on whose 
payroll the employee was carried at the time the vacation was paid. The dis- 
tribution of costs was accordingly made to automotive and defense activities by 
direct charge and/or through the allocation of the various departmental costs. 
This policy applied to both hourly and salary vacation payments. Commencing 
with payroll week No. 27, all vacation payments were accounted as outlined in 
“Accounting Instruction No. 30,” which reflects the current corporate accounting 
policy with regards to vacation payments. 

The policy established in “Accounting Instruction No. 30” (Distribution of 
Vacation Payments) will be followed in the audit and reaccounting of vacation 
payments made during the period of this audit. 

Salary employees have a common anniversary date of May 1 in regard to vaca- 
tion payments and the amount of vacation pay earned. Vacation payments made 
to salary employees, other than those terminating their employment, in the months 
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January through April 1952 were earned during the period May 1, 1950, to May 1, 
1951. As there was little defense activity during this period it is assumed that 
all salaried vacation payments made to these employees in the first 4 months 
of 1952 are legitimate automotive cost and shall be reaccounted accordingly. 

However, in the case of salary employees separating from the employ of the 
company, it is recognized that vacation payments made in the first 4 months of 
1952 will also include either the accrued earned vacation pay from May 1, 1951, 
or the date of hire (if later), to the date of termination. Therefore, the reaccount- 
ing of these vacations will be based upon the applicable departmental overhead 
accounting of the various departments in which the employee worked during the 
period the vacation was earned, as well as the policy stated in the preceding 
paragraph. 

Hourly employees have no common anniversary date, as each employee has his 
own anniversary date based upon the date of hire and regulated by standard prac- 
tice No. 33, the Wage and Salary Policy Manual, and the various union contracts. 
After an employee reaches his anniversary date, each year, a corporate liability 
exists for the amount of vacation earned by the employee. The employee may 
take his vacation at any time subsequent to his anniversary date provided it is 
taken within a 12-month succeeding period. From January 1, 1952, until June 
22, 1952, vacation payments made to hourly employees, as with salary employees, 
were accounted in accordance with the overhead accounting of the department in 
which he was working at the time the vacation was paid. 

Vacation-pay accounting, therefore, as made prior to June 22, 1952, disregards 
a consideration of where, departmentally, the vacation was earned, and accord- 
ingly reflects improper distribution between contracts of vacation costs as actually 
earned. 

To adjust vacation costs for the first 6 months of the year 1952, the following 
audit procedures will be accomplished: 

I. From the weekly tabulating labor runs (WR-7) record the badge number of 
each employee to whom a vacation payment was made, indicating the department 
charged, contract charged, number of hours and amount of money. Separate 
schedules will be compiled for each month and for hourly and salary employees 
separately. 

II. From the personnel history card of each hourly employee ascertain and 
record the current vacation anniversary date. Using the anniversary date, 
review the employee’s personnel history card for the departments of employment 
for the vear preceding the anniversary date applicable to the current vacation 
payment. Record on the schedule the number of months, relative to the No. 12, 
that the employee worked in each department during this period by contracts 
01, 98, or 99. 

III. For the months of May and June from the personnel history card of each 
salaried employee using May 1, 1952, as the anniversary date, record on the 
schedule the number of months, relative to the No. 12, that the employee worked 
in each department during the preceding 12 months by contracts 01, 98, and 99. 

IV. For the months January through April from the “Daily labor turnover 
reports’’ file list all salary separations by badge number and department by con- 
tract. From this listing indicate on the vacation payment schedules those 
employees who were terminated. The personnel history cards will then be 
reviewed for departments of employment from the date of separation back 
to May 1, 1951, and the allowable maximum of 1 day’s vacation (8 hours) per 
month accounted, as outlined in paragraph 3, above. Hours in access of this 
maximum will be considered as vacation earned between May 1, 1950, and May 
1, 1951, and charged to the 01 contract. 

V. The balance of salary vacations paid in the months January through April 
will be assumed to have been earned in the period May 1, 1950, to May 1, 1951, 
and will be charged to the 01 contract. 

VI. Having indicated the number of months to be charred to each department 
and contract for each employee’s vacation hours and money paid, calculate 
the recorded amounts in this ratio to reflect the correct vacation accounting. 
Total and cross-balance schedules. 

VII. Summarized all schecules by month, grouping departments by alloca- 
tion codes and maintaining contract identity. Net the ‘As recorded’ credit 
with the ‘As corrected” debit to reflect the net vacation adjustment. 

By copy of this letter, the controller and resident auditor, United States Air 
Force, are requested to indicate their approval on a duplicate copy, returning 
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t 1, same for filing in audit work papers, if they concur in the instructions, outlined 
mr above. 
“ 1s BE. R. Jongs. 


Approved. 





_ . C. M. Houus, 
951 J ice President and Controller. 
ae SipngeY C. SOLomMon, 
sae Resident Auditor, United States Air Force. 
Conformed copy. 
the E. R. Jones, 
ling General Auditor, Kaiser-Frazer Corp. 
hi Fesruary 18, 1953. 
rac- 
cts, Exaipit E 
lity 
nay INTEROFFICE CORRESPONDENCE 
a DeceMBER 16, 1952. 
seg To: J. M. Gillette. 
> tin From: E. R. Jones, general auditor. 
Subject: Audit of overhead costs, January through June, 1952, vacation pay 
rds costs, week No. 27. 
rd- Plant or office: DD-11 baleony. 
lly AUDIT INSTRUCTION LETTER NO. 12 
bg This letter supplements audit instruction letter No. 2. 

{ Commencing with payroll week No. 27, accounting instruction No. 30 (dis- 
of tribution of vacation payments), was placed into effect. This instruction out- 
nt lines the current corporate accounting policy and method of computing the dis- 
ite tribution of vacation payments. A preliminary review of the vacation payment 
— accounting for this week revealed certain discrepancies which indicated that the 

new policy was not in full effect at the time. Vacation pay accounting, therefore, 
d for week No. 27, disregards, in some instances, a consideration of where, depart- 
©, mentally, the vacation was earned, and accordingly reflects improper distribution 
at between contracts of vacation costs as actually earned. 


nh To adjust vacation costs for week No. 27, 1952, the audit procedures outlined 


2, in audit instruction letter No. 2 will be followed. The resultant adjustment 


is will be included with the January through June 1952 vacation adjustment as a 
separate identifiable item and included in the recalculation of June expenses. 
h By copy of this letter, the controller and resident auditor, United States Air 
© Force, are requested to indicate their approval on a duplicate copy, returning 
d same for filing in audit workpapers, if they concur in the instructions, outlined 
rerein. 
E. R. Jones. 


. Approved: 
C. M. Hous, 


Vice President and Controller. 
Sipney C. SoLomon, 

Resident Auditor, USAF. 

Conformed copy: 
E. R. Jones, 

General Auditor, Kaiser-Frazer, Corp. 


Feprvuary 18, 1953. 





Exuisir F 
Notice or Costs SusPENDED AND/oR D1saAPPROVED 


To: Kaiser Manufacturing Corp. 
Contract No.: AF 33 (038)-18481. Bureau Voucher No.: (See attached.) 
Notice No.: S—581. 

1. This notice constitutes advice of costs suspended and/or disapproved incident 
to the audit of the above referenced voucher. 

2. Suspended costs, as referred to herein, are costs which, for the reasons 
shown below, appear questionable, but on which final determination has not been 
made. Disapproved costs, as referred to herein, are costs which, for the reasons 
shown below, have been determined by the undersigned to be unallowable. 
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3. If you do not concur in the action taken herein, with respect to cost items 
disapproved, a period of not to exceed 30 days from receipt of this notice 
by you will be allowed for the presentation of additional information or justification 
in support of such items. If additional information or justification is not received 
within the time prescribed, disapproval of the costs will be presumed to be con- 
curred in by you and will become final and conclusive subject only to the expres: 
provisions of the contract relating to written appeal. 


Date: May 26, 1952. Signature of auditor or post inspector: Sidney C. Solomon, 
Resident auditor, United States Air Force. 

Date: May 26, 1952. Signature of (administrative) Contracting Officer, if 
applicable: Captain F. P. Bretney, United States Air Force, Contracting Officer. 


Amount of costs 
Description of items and reasons for action 


Suspended | Disapproved 


See attached schedule (attachment A)_..........-..-..--.........-........-.| $169, 581.85 $169, 581. 85 


F Nore. Receipt of this notice should be acknowledged by the contractor or his 


authorized representative on one carbon copy hereof, in space provided below; 
and returned to the auditor or cost inspector. 
Acknowledge receipt of this notice: 


Date of receipt: May 29, 1952. Title of authorized official: Assistant Con 
troller. Signature: R. J. Jespprson. 


ATTACHMENT A 


To transfer, in part, vacation pay for 1951 charged direct to aircraft instead 
of automotive—per schedule prepared and concurred in by contractor: 


. Amount of costs 
Description of items and reasons for action -——_--—_——— 


Suspended | Disapproved 


Public voucher No. S-101—D D 396 No. S-27 $2, 676. 32 
Public voucher No. S-156—DD 396 No. § - 212. 62 
Public voucher No. S-165—DD 396 No. § 7, 822. 03 
Public voucher No. 8-225—DD 396 No. 8 11, 051. 94 
Public voucher No, S-220—DD 396 No. 8 
Public voucher No. 8-226—DD 396 No. 8 
Public voucher No. 8-230—DD 396 No. S- 
Public voucher No. 8-258—DD 396 No. 8- 
Publie voucher No. 8-259—DD 396 No. 8 
Public voucher No. 8-319—DD 396 No. 5 
Public voucher No. 8-320—DD 396 No. S8- 
Public voucher No. 8-406—D D 396 No. 8 
Public voucker No. 8-416—DD 396 No. 8 
Public voucher No, 8-448—DD 396 No. 5 
Public voucher No, 8-539—DD 396 No. S-2 
Publie voucher No. 8-540—DD 396 No. 8 
Public voucher No. S-441—DD 396 No. 8 
Public voucher No. 8-577—DD 396 No. 8- 
Public voucher No. 8-610—DD 396 No. 8 
Public voucher No. S-705—DD 396 No. 
Public voucher No. 8-704—DD 396 No, 8-31: 
Public voucher No. §=732—DD 396 No. 8-33 
Public voucher No. 8-746—D D 396 No. § 
Public voucher No. 8-773—DD 396 No. 
Public voucher No. 8-784—DD 396 No. § 
Publie voucher No. §-818—DD 396 No. 8 
Public voucher No. 8-804—D D 396 No, 8-39: 
Public voucher No, 8-819—DD 396 No. 
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SCHEDULE OF VACATION PAY COSTS FOR YEAR 1951 


Distributed on a direct charge basis to defense contracts, as reflected on the 
vacation recapitulation schedule of the joint audit of payroll and application of 
overhead for 1951. 


Net over- 
As Should be | charge to 

recorded recorded defense 

| contracts 


Hourly: 
January 
February.........--.-.- 
March 
April..-.- peeoe . Masi ; 
i s..nesn> os a $20. 65 ; $20. 65 
Oba dei RG Ain <5 0G 2000 “ 212. 62 . 212, 62 
Pt onseeagis —= } 14, 550, 70 | $404, 51 | 14, 146. 19 
August... ..-.-- cbbedes< 23, 106. 00 | 963. 5: 22, 142. 48 
September... -. i . 21, 911. 80 | 560, 94 35 
October inet nae Badnd dbo 18, 405, 22 
November.........-.-...- 20, 709. 20 . ; 
December e 26, 905.06 | 2, 741. 63 | 24, 163. 43 


Total hourly___-- : A, 821. 25 | : h, 889. 16 


lary: 
January 
February 
March 
April. 
May 
June , . : 
Bi iisiinaciwvaegerdeneamned ts tae 14, 835 
August <> Sal 9, 589. 71 
September i! A maeestal | 3, 946. 88 |... 
October pace ee 3, 286.01 | 
PERO 6... ceccetucccess i ‘e > eae 5, 180. 64 . . 
December stiles aries ssnsn iaiedhialoniads incite 5, 376. 56 ‘ | 5, 376. 56 





52, 692. 69 |__ 52, 692. 69 


178, 513. 94 | 8, 932. 09 | 169, 581. 85 





INTEROFFICE CORRESPONDENCE 
JUNE 18, 1952. 
To: C. P. Randall (3). 
From: E. R. Jones, general auditor. 
Subject: USAF exception notice No. 5-581. 


A. EXCEPTION TAKEN 


Reference is made to the subject exception notice in the amount of $169,581.85 
which represents payroll costs transferred from suspended to disapproved for 
1951 vacations charged direct to aircraft instead of automotive. 


B, DETAILS OF INVESTIGATION 


Reference is made to a schedule prepared in conjunction with the reworking of 
the 1951 overhead, which details support for the above exception. The total 
amount of $169,581.85 is the result of automotive employees with accumulated 
vacation time transferred to aircraft. At the time their vacations were taken the 
charge was made against the aircraft department in which the employee was 
working, rather than against the departments as accumulated. 


Cc. RECOMMENDATIONS 


In view of the data under B above, it is recommended that the amount of 
$169,581.85 be accepted as disapproved. Vacation charges will be recomputed 
by Mr. J. L. Cook, in conjunction with the review of 1951 overhead charges. 


E. R. Jones, 
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Exuisir G 


Total contract costs as estimated by Air Force accountant—Contract No. AF33(038) - Incurred 
18481 





Production materials 
Direct labor 

Factor burden 
Engineering 
Administrative 
Subcontracts 


Production estimated costs, airplanes 


Special tooiing 
Plant rearrangement 
Portable tools 


Subtotal 
Contract clause 4 (no-fee items) 


Subtotal 
Fixed fee. 


Total estimated costs (excluding spares) - 
Spares cost and fixed fee ‘ 


Total estimated costs to the Air Force 


Total (150 Unit amount 


ships) 
$14, 368, 938 | $90, 3 
28, 474, 992 | 179, O88 
87, 520, 468 | 550, 443 
4, 695, 942 | 29, 534 
9, 012, 046 | 56, 679 
36, 187, 711 | 227, 59 


180, 280, 097 | 1, 133, 711 








19, 353, 892 slg: “121, 72 

2, 400, 333 | 15, 09F 

1, 793, 931 11, 283 

"98, 548, 156 “48, 192 

2, 038, 567 12, 821 

205, 846, 820 | 1, 294, 634 
--| 7,076, 521 44. 506 
| 212, 923, 341 1, 339, 14¢ 


10, 070, 784 
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Exuisir H 
Incurred costs and fixed fee on C-119F airplanes, period Dec. 20, 1951, to Apr. 30, 


19538—Contract No. AF33(038)—-18481 


Unit amount 













Total 
y based on 
amount 71.4 ships ! 
Direet labor hours ‘ 8, 409, 287 117.777 
Direct labor dollars eatiee ermaae ; bd fae $17, 010, 456 
Overhead 3__ 50, 950, 430 
Material__- banca ‘ 6, 742, 737 
Total aikauinaes J : 74, 703, 623 
Subcontracting. - - - ; ‘ s 32, 991, 990 
Engineering and experimental i 0 
Tooling * ‘ iets « 13, 344, 506 
Preproduction ¢__ - 21, 269, 293 
i cmunaceddedie owe 34, 613, 799 


Administrative and home office __- 


, 882, 001 
Fixed fee 5 71,6 


3, 171, 645 


Total cost at K NC to Air Force * 
Fairchild cost under technical assistance agreement (amount supplied by 
by H. M. Devlin) ; ‘ 3, 708, 468 


Total cost to Air Force ’___._.-. 345 é kad 154, 071, 526 


| The figures of 71.4 for equivalent ships completed does not include an evaluation of the following costs: 
(a) Subcontractors’ costs representing on-site subassemblies which have not been released to the production 
line. (6) Subcontractors’ costs representing subassemblies and in-process work still in the subcontractors’ 
am (c) Productive material released to the production line upon which no productive labor had been 
incurred. 

Within the time limitations imposed it has not been possible for either the contractor or the auditor to 
evaluate these costs in the computation of equivalent airframes completed. 


2 Includes fixed costs as follows: 


Depreciation and amortization _.__..................-.--...--. sane Seeant . $916, 073. 32 
Taxes and insurance - -- ‘ fesiniiaiiecatetilatadinaia ncaa ehcetemmeanal Giinte menahin test o . 622,041.97 
Detthucelietes Gitin dabudnitbbinincthihinbbitibdeddpe ptandiepmdeaesce piguames ro 1, 538, 115. 2 


8 Includes $1,563,043.49 cost of completed tools purchased for Fairchild Aircraft Division, Chicago, Ill. 

4 Ineludes termination costs applicable to terminations of tooling ordered for Fairchild Aircraft Division, 
Chicago, I). Total termination costs on Fairchild tooling amounted to $569,301.06. 

5 Fee computation (in accordance with Mr, Devlin’s instructions): Equivalent airplanes, 71.4, divided 
by total airplanes, 159, equals 44.906 percent. 44.906 percent times $7,062,854 equals $3,171,645.22. Does not 
include evaluation of portion of additional fee on engineering changes covered by contract change notices 
Nos. 10 and 12. 

* The total costs and fee of $150,363,058 shown above does not include the cost of major assemblies, sub - 
assemblies, and primary parts supplied by Fairchild Aircraft Division under a technical assistance agree - 
ment. It is estimated that the initial 14 ship sets of components and priming parts reduced the Willow Run 
on-site task. by 4.57 equivalent airplanes, while the. additional 16 ship sets of priming parts reduced the 
Willow Run on-site task by 3.68 equivalent airplanes, or a total of 8.25 equivalent ships for the 30 ship sets of 
components and priming parts. The evaluation of the equivalent ships supplied by Fairchild is applicable 
to the equivalent ship completion shown above. 

7 It will be necessary to further consider the effect of qualifications 6 and 1 above on the average units 
cost to the "Governtrrent of $2,157,864. 





Exuisit I 


TRANSCRIPT OF PROCEEDINGS BEFORE THE AIRCRAFT PROCUREMENT SUBCOM- 
MITTEE No. 1 CommirTree oN ARMED Services UNITED States SENATB 


(Excerpt, p. 338) 


Senator FLANDERS. May I ask a question, Mr. Chairman? 

The CHarrMaNn. Certainly, Senator Flanders. 

Senator FLANDERS. This computation does include costs of special tooling and 
nonrecurring expenses so that I presume the Kaiser-Frazer Co. would feel it is 
unfair to divide that total with its nonrecurring expenses into the current pro- 
duction? 

Mr. Sotomon. That is right, sir. 

Senator FLaAnpERSs. Or what has been produced to date. 

Mr. Sotomon. That is right, sir. 

Senator FLANpERs. I think we have to keep that in mind in all fairness to a 
company whose records are not particularly palatable. 
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Exuisitr J 


(See exhibit B) 


Exuispit K 


(See exhibit C) 





Exurrnir L 


(See exhibit D) 





Exuisit M 


(See exhibit E) 


Exurisir N 


(See exhibit F) 


Exutisit O 
CERKC, October 26, 1951. 
Subject: Approval of accounting policies contract No. AF-33(038)—18481. 
KaIsER MANUFACTURING CorP., 
Willow Run, Mich, 
(Attention: Mr. C. M, Hollis, vice president-controller.) 


Dear Mr. Houuts: The statement of accounting policies of Kaiser Manufactur- 
ing Corp. as submitted under the provisions of the subject contract is hereby 
approved subject to the conditions outlined below. 

Manual entitled ‘Accounting Policies Prepared by Accounting Systems, File 
No. 1031,” submitted on June 18, is approved subject to the following: 

Deletion of paragraph 5, page 12, and in place thereof the substitution of letter 
dated September 5 from the undersigned concerning reimbursement of trave! 
expenses. 

Modification of paragraph 6c as follows: 

“‘Unclaimed wages procedure should be revised to provide for segregation of 
unclaimed wages applicable to defense contracts. A procedure for crediting 
unclaimed wages applicable to defense contracts will be determined after clari- 
fication of the rights of the State of Michigan under the escheats statute.” 

Deletion of paragraph 7a. 

The manual entitled ‘Application of Overhead, Kaiser-Frazer Corp., and 
Subsidiaries, Willow Run, effective April 1, 1951,” as amended, together with 
manual entitled “ Application of Overhead, Kaiser-Frazer Corp., Engine Division, 
Detroit and Dowagiac Plants, Effective April 1, 1951,” as amended, supplemented 
by sections 2 and 3 of the Time and Payroll Manual dated October 1, 1951, are 
approved subject to the changes in account code classifications noted below: 


“Dept. 314 Central Stores: General Stores operations—general allocable. 

321 By-Products Disposal: Entire department general allocable. 

361 Industrial Engineering: General allocable, except Time Study 
operations. 

412 Flight Test; Mechanics’ servicing of corporation aircraft home office 
general allocable. 

416 Metallurgy: Entire department general allocable. 

417 Specifications and Records: Entire department general allocable. 

501 Accounting Systems and Auditing: General allocable except auditing 
of outside vendors and accounting procedures operations. 

531 Cost Accounting: Entire department general allocable. 

532 Accounts Payable: Entire department general allocable. 

551 Treasury: General allocable except R. D. R. and overriding discount 
operations. 
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561. Administrative: Entire department home office general allocable 
except salary of H. V. Lindbergh. (C119 Supply Contract) 

901 Administrative—Eastern and Mid-Western Operations: Department 
deleted. 

911 Administrative—West Coast Operations: Department deleted. 

956 Air Transportation: Department deleted. 

957 Washington Office: Subject to approval of Administrative Contract- 
ing Officer.” 

Changes in basis of allocation as noted below: 

‘Electric Power Costs: To be distributed on basis of machine power demand 
load analysis insofar as practicable. Undistributed balance to be considered as 
general allocable cost to be distributed on basis of floor space. 

“Plant Occupancy Cosits—Detroit Plant: To be distributed on basis of floor space 
oceupied. 

“Series 600 Departments.—Allocation basis for distribution of general allocable 
costs in these departments to include allowance for activities in parts and service 
divisions.” 

The above approval is restricted to the policies covered thereby and does not 
include approval of subjects not mentioned, i. e., salary and wage policies. 

Your attention is directed to the requirement that no changes are to be made 
in the subject accounting policies without the prior written approval of the 
contracting officer. 

Your attention is also directed to the actual application of the policies enumer- 
ated which shows that a review of the accounting operations indicates the existence 
of an unsatisfactory condition at the Willow Run plant wherein the actual record- 
ing and distribution of costs are not in accordance with the contractor’s stated 
accounting policies. Further, the acceptance of cost submissions by the contractor 
on the basis of accounting policies here reviewed is conditioned upon adherence 
to these policies and appropriate review of procedures by contractor's personnel, 
i. e., the acceptance of the salary distribution card as a basis for determination 
of direct changes to automotive and defense projects is predicated on the under- 
standing that the contractor will provide positive control. Request advice as to 
the corrective action being taken to implement the above. 

Sincerely, 
F. P. Bretney, 
Captain, USAF, Contracting Officer. 


Exursit P 


DetaiL ON RecorpvEep Costs Berore Aupit AND ArrerR Aupit, PErtop JAN. 1 
To Mar. 31, 1951 


Contract No. AF-—33(038)—18481 and contract No. AF-—33(038)—18485 


| | 


| Actual recorded costs 


}-———— ——————! Difference 
| Before audit | After autiit 


|; — —_——— - —\——_—__—_—_ — 


Supply coritract, AF-33(038)-18481; 
Direct charge overhead Z “a GEESE AMM ES $256, 215. 53 ($3, 315. 48) 
Allocated overhead i iat et Mie take she 186, 754.70 | 302, 023. 64 115, 268, 94 


Subtotal, overhead costs__ 
Direct costs 


4 446, 285. 71 | 558, 239. 17 111, 943. 46 
0 | 183,078.80 | 183, 078. 89 


Subtotal, supply contract _._...................-...-.- “446, 285 71 | 741, ‘318 sat _ 295, 082 35 


= == ae 


Facilities contract, A F-33(038) -18485: ! 

Direct charge overhead . | 152, 693. 09 0 (152, 693. 09) 

Allocated overhead. ...............-....2.-..--- ! 60, 525. 29 0 (60, 525. 29) 
Subtotal, overhead costs | 213, 218.38 | (213, 218. 38) 

Direct costs. . i ; | 495, 274. 32 52. 73 | (487, 821. 59) 


Subtotal, facilities contract an 708, 492. 70 | 2. 7: a (701. 039. m7) 


Total, supply and facilities contract. ----| 1,154, 778. 41 | s, 770.7 (406, 007. 62) 


! Parentheses denote credit. 


34931—53—pt. 1——_20 
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Exuisir Q 


; Marcu 27, 1953. 
Subject: Utilization of manpower. 


From: CERKC. 
To: Resident auditor, AFAUDMC-ID-KW. 


COMMENT NO. 1 


1. Reference is made to your DD-96, same subject, dated February 20, 1953, 
requesting written notification of the action contemplated by the contracting 
officer on this matter. 

2. Please be advised that the ramifications to this problem are too extensive 
to answer by letter; however, the contracting officer will galdly discuss this matter 
with the addressee at the earliest convenient date. 

Meyer J. Sroun, 
Contracting Officer. 


Exaipit R 


(See exhibit A) 





Exuisit T 
Fesruary 27, 1953. 
Subject: Expenses—Open letter to Senator Bridges. 
From: Resident auditor. 
To: Administrative contracting officer. 


COMMENT NO. I 


The subject expense was incurred by the Kaiser-Frazer Corp., through Wm. H. 
Weintraub & Co., Inc., advertising agency. Inasmuch as the United States 
Government and the Kaiser-Frazer Corp. have conflicting interests in this 
matter it is felt by this office that the expense should be considered an automotive 
expense. 

For the Auditor General: 

Stpney C. SoLomon, 
Resident Auditor, USAF. 


Exuisir U 
Marcu 25, 1953 


Subject: Advertising expense—Open letter to Senator Bridges. 
KaIisER MANUFACTURING CorP., 
Willow Run, Mich. 
(Through: Mr. 8. F. Patyrak, Defense Contracts Administrator.) 
(Attention: Mr. J. F. Cocks, Jr., assistant controller.) 

GENTLEMEN: This acknowledges receipt of your letter, dated February 19, 1953, 
in connection with the above subject. 

Advertising expense, amounting to $4,864.65, for the open letter to Senator 
Bridges is considered to be advertising applicable to a controversial matter 
between the corporation and a member of the United States Senate. Advertising 
costs for other than “Help wanted” and advertisements in trade and technical 
journals is not a reimbursable cost in accordance with A. 8. P. R. XV and the 
Accounting Manual. 

This decision resolves item 13 in Mr. 8. A. Girard’s letter, ‘Unresolved Items’”’ 
to the undersigned contracting officer dated March 4, 1953. 

Very truly vours, 
Meyer J. Stoun, 
Contracting Officer. 
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Exuisit V-1 


DEPARTMENT OF THE AIR Force, 
ComprrRoL_LerR, AupIToR GENERAL, 
January 18, 1952. 
Subject: Manual adjustment of clock cards. 
Yo: Kaiser Manufacturing Corp., Willow Run, Mich, 
Attention: C. M. Hollis. 


Reference the following communications in which the resident auditor has 
gone on record bringing the contractor’s attention to the above subject: 

1. Resident auditor’s letter of July 2, 1951, to the AF plant representative, 
subject; Conditions Causing Excessive Costs, a copy of which was forwarded to 
the Kaiser-Frazer Corp. in the AF plant representative’s letter of July 5, 1951, to 
Mr. 8. F. Patyrak. 

2. Mr. 8. F. Patyrak’s letter of July 6, 1951, to the AF plant representative, 
subject, Conditions Causing Excessive Costs. 

3. Mr. 8. A. Girard’s letter of July 6, 1951, to the AF plant representative. 

4. Mr. John Tacke’s letter of July 9, 1951, to all manufacturing supervision, 
subject, Violation of Shop Rules. 

5. Letter of November 7, 1951, to Mr. W. W. Monahan, written jointly by 
Mr. 8. C. Solomon and Mr. J. F. Greenwald, subject, Clock Card Irregularities. 

6. Mr. W. W. Monahan’s letter of November 12, 1951, to all employees, 
subject, Clock Cards. 

Survey of plant activity discloses that numerous employees are not properly 
ringing in and out on their timecards, but rather having them manually adjusted, 
Since this condition has been repeatedly brought to the attention of the con- 
tractor, the resident auditor must at this time take the following position: Excep- 
tion will be taken to payroll costs supported by manually adjusted clock cards, 

Sipney C. Soiomon, 
Resident Auditor. 
Exuisir V—2 


District, KAIsER-FRAZER Corp., 
Willow Run, Mich., July 2, 1951, 
Subject: Conditions causing excessive costs 
To: AF plant representative, Central Air Procurement District, 
Kaiser-Frazer Corp., Willow Run, Mich. 

1. A system survey in process by the resident auditor, Auditor General, USAF, 
at Kaiser-Frazer Corp., Willow Run, Mich., and the current audit of costs sub- 
mitted for reimbursement by Kaiser-Frazer Corp. under prime contracts AF 
33 (038)—18481 and AF 33 (038)—18485 discloses unfavorable conditions that, 
in the opinion of the resident auditor, USAF, result in excessive costs to the 
Government. 

2. Unfavorable conditions are listed, in part, as follows: 

(a) Factory employees tamper with time clocks and time clocks in many 
instances record from 1 to 2 hours later than the actual time. 

(by Factory employees damage clocks intentionally. In excess of 20 per- 
cent of the 130 clocks are continually in process of repair. On June 30, 1951, 
there were 24 clocks damaged. 

(c) Employees avoid plant protection guards by climbing the fence. 

(d) Factory employees on the first shift stop working approximately 30 
minutes before the shift ends and the time to punch their timecards. 

(e) Clock cards show many erasures, changes, and omissions of clock-time 
stamp. In correction of omission of clock-time stamp, in many instances the 
time is entered in pencil without authorized approval evidence by initials or 
signature of authorized supervisory personnel. 

(f) The contractor does not make attendance floor checks. 

(g) Plant protection guards are not stationed at the clock stands to prevent 
employees from clocking more than one clock card. 

(hk) Employees cannot be readily identified as badges are not properly worn. 

3. The above conditions are submitted for the AF plant representative’s infor- 
mation and attention, in accordance with AFR 175-3. 

Sipngey C. So._omon, 
Resident Auditor. 
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Exuisit V-3 
Jury 6, 1951. 
Subject: Conditions causing excessive costs Ulrey/ej/8414. 
To: AF plant representative, central air procurement district, Kaiser-Frazer 
Corp., Willow Run, Mich. 

This will acknowledge receipt of your letter dated July 5, 1951, to which you 
have attached a copy of a letter from Mr. 8. C. Solomon, resident auditor, dated 
July 2, 1951. 

(i) With reference to paragraph 2 (a), (b), and (e) of Mr. Solomon’s letter, we 
would like to discuss these matters as one related problem. It is the tampering 
with time clocks and its resultant damage, as mentioned in (a) and (b), which 
causes the majority of the errors in the clock cards mentioned in (e). In order to 
properly account for an employee’s time, these errors must be manually corrected 
by the timekeepers, which corrections they have always been authorized to make. 
Timekeepers will be instructed to do theit work legibly and more neatly, and to 
initial changes as they make them. In addition to the above, all time clocks will 
be tested prior to check-out time and any that have been thrown out of order will 
be made inoperative and the employees routed past a functioning time cloek. 
Plant protection officers will be on hand to assist in rerouting the flow of employees. 

(2) With reference to paragraph 2 (c), which is the matter of installation of 
new fencing and the repair of old fencing, this subject was discussed as a matter 
of general plant security with the Air Force personnel early this spring. This 
item of fencing was submitted in the appendix to the facilities contract on June 29, 
1951, for consideration by the Air Force and authorization for expenditure of 
funds. An early approval of this item will be appreciated. 

With respect to repair of old fencing, we wish to inform you that we are imme- 
diately undertaking repairs to existing fencing as may be necessary. 

(3) With reference to paragraph 2 (d), the ecleey management will insist that 
supervision keep all employees on their jobs until quitting time. (See attached 
memorandum from the works manager to supervision.) 

(4) With reference to paragraph 2 (f), our present procedure is that the time- 
keepers, observe the ringing of clock cards, both “‘in’’ and “‘out,’”’ at the clock 
stations, and receive, each day, a report from each foreman certifying the number 
of hours that the employee worked and the jobs on which he worked. The hours 
reported by the foreman are verified to the elapsed time recorded on the clock 
card. 

We have felt that this sytem is adequate; however, since you apparently feel 
that attendance floor checks on the part of the timekeepers are necessary, we 
will study this matter and will be prepared to make a recommendation within 2 
weeks. 

(5) With reference to paragraph 2 (g), plant protection officers will be stationed 
at the clock stations from 1 hour before quitting time to one-half hour after 
quitting time on all shifts and will be instructed to make every effort to stop 
violations of proper procedure. 

(6) With reference to paragraph 2 (h), the corporation is currently in the 

process of securing new and larger picture badges which will be equipped with a 
clasp in order that they may be properly worn. Plant protection has been in- 
structed that, when the new badge system is installed, all employees must display 
their badges properly or will be refused admittance to the plant; further, that 
badges must be properly displayed at all times when employees are within the 
rlant. 
(7) With reference to your suggestion that patrolmen be rotated, the following 
is the procedure currently in use by plant protection: Each plant guard is as- 
signed to a new post each day when reporting for work. During the day, plant 
guards stationed on the gates alternate with those walking beats within the 
building. It is our feeling that this affords the maximum amount of rotation 
possible without the necessity of employing extra guards. 

The Kaiser-Frazer Corp. shares equally the interest of the Air Force in adopt- 
ing any policies or procedures which will keep the cost of production of aircraft 
at a minimum. We hope that the measures adopted, as outlined above, will 
satisfactorily answer the questions raised in your letter of June 5, 1951. 

Sincerely yours, 


KAtseR-FRAZIER Corp., 
S. F. Patyrak, 
Contracts Administrator. 
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Exurpir V—4 
Juiy 6, 1951. 


Subject: Kaiser Manufacturing Corp. contracts Nos. AF 33(038)-18481 and 
AF 33(038) - 18485; request for increase in overtime authorization. 

To: AF Plant Representative, Kaiser-Frazer Corp., Willow Run, Mich. 

Reference: (a) Letter dated July 5, 1951, to Hq. AMC; (6) letter dated July 2, 
1951, from resident auditor. 

Confirming diseussions of July 5 between AF personnel, represented by Major 
Ulrey, Lieutenant Westlund and Lieutenant Smith, and K-F personnel repre- 
sented by Mr. 8. A. Girard, John Tacke, Harvey Smith, 8. H. tailey, and 5. F. 
Patyrak, and supplementing referenced letter of July 5, we wish to inform you 
that no double premium time is being charged to subject contracts. It is the 
K-F policy that neither the Willow Run plant personnel nor the tooling vendor 
personnel working under subject contracts are to be paid for double time unless 
specifically approved by the undersigned and, in that event, prior approval 
will be requested from the AF contracting officer. In the event a tooling vendor, 
subcontractor, or K-F personnel should be working overtime so that such over- 
time be charged on a double-time basis without specific approval, K-F accounting 
and audit section have been instructed to exclude such double-time costs so that 
all requested overtime will be, and is being, charged on a time and one-half basis 
to subject contracts. 

With reference to the necessity of overtime on subject contracts, we wish to 
inform you that the schedules as set forth in the letter contracts necessitate over- 
time operation in certain phases of the program. As you know, we have prepared 
an index production schedule which has been reviewed by AF personnel at AMC 
Wright Field and at Willow Run and by Fairchild personnel, and an analysis 
of this index schedule discloses that the tooling program must be expedited with 
maximum effort. Because of the nature of accelerated tooling programs, which 
require maximum effort in shortest possible time, it always has been necessary 
to resort to overtime operation in order to effect the shortest delivery, with a 
lowering of overall costs in the final analysis. For example, 1 months’ fixed 
factory overhead while waiting for delivery of tools would more than pay for all 
of the premium overtime paid in fabrication of tooling during that month. The 
undersigned reitcrates aaa certifies that overtime is essential and necessary in 
order to meet production schedules as stated in subject letter contract No. AF 
33/038)- 18481. 

In regard to reference (b), wherein the resident auditor informs the contractor 
with regard to discrepancies in time cards and time clocks, the attached memo- 
randum is being forwarded for your information. It is to be noted that the con- 
tractor is taking immediate positive steps to correct all unfavorable conditions 
referred to in the letter of July 2. 

I trust this information is satisfactory and complies with your request. In the 
event you should desire additional information please do not hesitate to telephone. 

An expeditious handling and processing of letter of July 5, reference (a) will be 
appreciated. 

S. A. Grrarp, 
Assistant General Manager. 


Exarsir V-5 
Juty 9, 1951. 
To: All manufacturing supervision. 
From: John Tacke, Operations manager. 
Subject: Violations of shop rules. 
Plant or office: Willow Run. 
In the last 2 or 3 months, we have been going through a rearrangement program 
of plant facilities and rescheduling of automotive production. During this 
eriod we have had rearrangements of different departments and have trans- 
erred a good many employees to other departments. Because of this, some of 
our employees have become lax in observing the following shop rules: 
Quitting early. 
Lining up at the clock stations before quitting time. 
Jumping the fences. 
Ringing other employees’ clock cards. 
Tampering with the time clocks. 
All supervisors are instructed to initate the following procedures in correcting 
the above abuses: 
(1) Concerning quitting work early, lining up at the clock stations before 
quitting time, and jumping the fences: 
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If a foreman has all of his employees so concentrated that he can see their 
individual stations, he is to instruct his employees to remain at their work station 
until the 5-minute whistle blows. An employee on relief can be instructed to 
return to his work station before the 5-minute whistle. An employee who fails 
to observe these instructions is to be warned with a written reprimand. A second 
violation will call for a 3-day disciplinary time off; a third violation, 1 week 
disciplinary time off; a fourth violation, discharge. 

The foreman whose employees are distributed about the plant to the extent 
that he cannot visually supervise their actions, is to inspeet his assigned clock 
station at least 3 times weekly on varying days prior to the 5-minute whistle. 
Any of his employees found in the vicinity of that clock station, or away from their 
are work are:., are to be given disciplinary action as in the preceding para- 
grap 

(2) Concerning ringing other employees’ clock cards: First offense, 2 weeks 
disciplinary time off; second offense, discharge. 

(3) Concerning tampering with the time clocks: First offense, 3 days disciplinary 
time off; second offense, 2 weeks disciplinary time off; third offense, discharge. 


Exuisit V-6 
INTEROFFICE CORRESPONDENCE 


NoveMBER 7, 1951. 
To: Mr. W. W. Monahan. 


From: J. F. Greenwald, Director of Accounting System and Auditing; 8. C. 
Solomon, Resident Auditor, USAF. 
Subject: Clock card irregularities. 
Plant or office: Willow Run. 
SCHEDULE A 


During a recent survey of payroll-time distribution conducted jointly by repre- 
sentatives of the auditor general, USAF and Kaiser-Frazer auditing division, 
certain irregularities relative to the clocking of employees in and out of the plant 
were noted. These irregularities appeared to deviate from normal business 
procedures to the extent that it was considered necessary to apprise management 
of the facts in order that corrective action could be taken. The scope of our 
audit was limited to a review of time cards for payroll No. 43 and No. 44 for 
weeks ended October 22 and 28, respectively, and disclosed irregularities appli- 
cable to the following factors: 

1. Time clock damage and clocking in and/or out at other than assigned 
stations. 

2. Failure of employees to ring time cards. 

3. Time card irregularities, bargaining committee. 


1. Time clock damage and clocking in and/or out at other than assigned stations 


From the review of more than 10,000 time cards for each week, it was deter- 
mined that time card exceptions of this nature were reduced to 5 offenders who 
were later established to be union stewards on the third shift. A summary of 
the registration of incorrect time for both weeks for the five employees is as 
follows: 

Badge No. 13172: Paid for 8 days, 10 incorrect time rings. 

Badge No. 15934: Paid for 10 days, 8 incorrect time rings. 

Badge No. 12138: Paid for 10 days, 3 incorrect time rings. 

Bade No. 13896: Paid for 8 days, 12 incorrect time rings. 

Badge No. 16334: Paid for 5 days, 11 incorrect time rings. (Six time rings 
while on leave of absence.) 

Because of excessive clock damage, clock station No. 8, which is an unattended 
station during the third shift, was equipped with a different colored ribbon in 
order to reveal the personnel utlizing these clocks, forcing incorrect registration of 
time and possibly leaving the plant by scaling tiered drums piled by the south 
yard fence or other irregular means of exit. It appeared that a consistent pattern 
was followed by groups of these union stewards inasmuch as ‘‘out’’ rings were at 
identical times and in all instances were later than the scheduled ring-out time 
for the shift. Upon repair of clocks in station No. 8, it was evident from the 
different colored clock rings that these employees moved to other clock stations 
to clock out. It was noted that clock repair reports for other stations indicating 
hours punched late, punching Tuesday instead of Thursday, etc., coincided with 
the clock exit rings of the involved employees. In addition in certain instances the 
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clock cards were folded at the bottom for the apparent purpose of clocking for 
more than 1 day at the same time. It appeared that clock damage for the 2 
weeks reviewed could be attributed to these employees. It also appears that 
unauthorized exits from the ares and/or the ringing of one or more of other 
employee’s clock cards is attributed in part to these employees. 

A subsequent review of the clock card rack to which these employees had been 
assigned disclosed that 1 of the 5 timecards only was correctly inserted in the 
rack whereas the other 4 cards were missing. 

All of the above irregulatories are in violation of the union contract rules. 


2. Failure of employees to ring timecards 

Numerous employees, both salaried and hourly, are not punching in and out on 
numerous occasions. It was established that in some instances employees that 
are tardy are failing to ring in their clock cards anticipating that supervision 
and/or foremén will approve the timecards from the start of the shift, thus elim- 
inating any penalty of pay. It appeared that in most cases, automatic approval 
was granted by the supervisors in the instances of late arrival and/or early 
departure. 


38. Timecard irregularities, bargaining committee 


The clock card review revealed that certain members of the bargaining com- 
mittee and certain regional stewards are not clocking in and out each day. Time- 
cards are clocked in only on certain days and clocked out only for other days. 
For the cases reviewed, the timecards for the personnel involved were all approved 
for in excess of 60 hours straight time plus premium by the labor relations depart- 
ment. It is our understanding that a letter has recently been issued informing 
these employees of the necessity for ringing timecards in accordance with payroll 
procedures in order to be correctly paid for hours worked. 

The above facts have been generally known to representatives of the auditor gen- 
eral, USAF, and have been partially responsible for the suspension of 10 percent 
of aircraft payrolls and 50 percent of vouchered overhead costs presented by the 
corporation for reimbursement. ‘Therefore, it is imperative that prompt cor- 
rective action be taken. 

This report has intentionally been simplified and condensed in order to present 
the pertinent facts only. More detailed information and actual clock cards 
have been reviewed with Messrs. Banks, Eastman, and Jacobs. 

We would appreciate advice from you in writing as soon as possible as to the 
action to be taken. 

J. F. GREENWALD, 
Director of Accounting Systems and Auditing. 
S. C. Sotomon, 
Resident Auditor, USAF. 





Exuisir W 
Aprit 10, 1953. 


Subject: Contract AF 33(038)—18481. Notice of costs suspended and/or dis- 
approved. S—756, Bureau voucher S-1662. Dated December 19, 1952. 


From: Kaiser Manufacturing Corp., Willow Run, Mich. 
Through: Mr. 8. F. Patyrak, defense contracts administrator. 
To: Mr. C. M. Hollis, vice president-controller. 
GENTLEMEN: With reference to your letter dated January 7, 1953, above subject, 


reprinted below is a reply received from the resident auditor, USAF, on March 30, 
1953, in connection with the disapproval of vacation hours: 


“‘S7ATEMENT OF THE POSITION TAKEN BY THE AUDITOR GENERAL WITH RESPECT TO 
THE CONTRACTOR’S ATTEMPT TO EXCLUDE VACATION HOURS FROM THE OVERHEAD 
BASE 


“The Auditor General takes the position that the contractor must maintain 
consistency in the application of formally approved accounting policy where it 
encompasses fundamental principles upon which the allocation of overhead is 
based. Being fully cognizant of the financial position of the prime contractor, 
and realizing that during the early stages of the performance of the contract there 
would be little or no direct production labor, the Air Force accepted as more 
equitable an overhead base which included all types of direct charge man-hours. 
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This, in effect, was a concession to the contractor’s financial position and no doubt 
resulted in the allocation of more overhead to defense work than would otherwise 
have been the case. In light of this, the contractor’s repeated attempts to change 
segments of the accepted overhead base whenever such a change would benefit 
them financially is not equitable to the Government. 

“Tt. is our contention that: (1) The policy of including vacation hours in the 
overhead base was formally approved by the Air Force as one of the basie prin- 
ciples upon which the allocation of overhead is based; and (2) the Air Force has 
formally objected to the contractor’s attempt to change this policy. 

‘‘We present the following facts in support of our first. contention: 

“The original manual entitled ‘Application of Overhead,’ issued October 1, 
1951, effective April 1, 1951, submitted to the Air Force by the contractor as an 
integral part of the contractor’s statement of accounting policy, defined the term 
‘direct-charge man-hours’ as follows: 

“ ‘This term is used to identify man-hours which are identified and charged at 
source to either automotive or defense operations by contract.’ 

“No indication was given that such hours were intended to be hours actually 
worked, but only that they must be hours ‘identified and charged at source.’ The 
definition was intended by both the contractor and the Air Force to include all 
types of payroll hours. Vacation hours are man-hours ‘identified and charged at 
source to either automotive or defense operations by contract.’ They are, there- 
fore, within the scope of direct-charge man-hours as defined by the approved over- 
head manual. 

‘The conduct of the contractor conclusively indicated that it was his intention to 
include vacation hours in the overhead base. For the entire period from April 1, 
1951, through July 31, 1952, the contractor consistently submitted public vouchers 
to the Air Force and received reimbursement for monthly overhead allocated to 
defense contracts by the use of allocation bases which ineluded vacation hours. 
A further indication that it was the contractor’s intention to inelude vacation 
hours in the overhead base is that no provision was made for the accounting segre- 
gos of salary vacation hours from other salary hours until January 31, 1952. 

Jntil that time, all salary vacation hours as well as hours worked were charged 
to account 5201, the normal salary account, and thus were intended to be and 
were actually included in the overhead base. 

“The action of the Air Force in formally approving the basic accounting poliey 
with respect to the allocation of overhead on October 26, 1951, conclusively indi- 
cated that it was the intention of the Air Force that vacation hours be included 
in the overhead base. This is supported by the fact that the Air Force approved 
the overhead policy at a time when they were accepting billings from the con- 
tractor for monthly overhead allocated to defense contracts with full and com- 
plete knowledge that the billings were established by the use of allocation bases 
which included vacation hours. If it had been the intention of the Air Force to 
exclude vacation hours from the approved overhead base, they would have been 
obligated to state this position explicitly when approving the overhead policy 
submitted by the contractor. 

“Whole ordinarily vacation hours are not included in overhead bases, by the 
same token indirect man-hours and especially salary man-hours are also normally 
excluded from overhead bases. As pointed out earlier, the inclusion of vacation 
hours in an overhead base which also included indirect and salary hours as well 
as direct production hours represented a concession by the Air Force to the con- 
tractor’s financial position. We wish to point out that each overhead system is 
unique. The overhead base in use at this installation, proposed by the contractor 
and approved by the Air Force, provided specifically for the inclusion of all payroll 
man-hours identified and charged at source to either automotive or defense 
operations. 

“In support of our second contention, namely that the Air Force has formally 
objected to the contractor’s attempt to change this policy with respect to vacation 
hours in the overhead base, we present the following facts: 

“On May 7, 1952, in accounting policies letter No. 17, the contractor stated 
that ‘vacation hours will not be included as. direct charge man-hours in the 
computation of allocation bases.’ This marked the contractor’s first attempt to 
deviate from the established policy of including vacation hours in the overhead 
base. 

“On May 28, 1952. this office alerted the contracting officer of the contractor’s 
attempt to deviate from their established overhead policy. As a result, the 
contracting officer, Capt. Frank P. Bretney, notified the contractor in a letter 
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dated June 2, 1952, that the Air Foree took exception to the contractor’s deviation 
from established procedure. The contracting officer said in part, ‘Your account- 
ing policy concerning distribution of vacation payments was established by your 
method of charging these hours during the year 1951 as direct charge man-hours 
and including them in the computation of allocation bases.’ 

“As a consequence of the firm position taken by the Air Force on this matter, 
the contractor, in accounting policies letter No. 18 dated June 16, 1952, returned 
to his earlier established policy and stated that ‘Vacation hours will be included 
as direct charge man-hours in the computation of allocation bases.’ 

“To further clarify the matter, the contractor submitted to the Air Force a 
revised Application of Overhead manual effective April 1, 1951, and issued May 1, 
1952. This manual, approved by the Air Force as an integral part of the con- 
tractor’s statement of accounting policy, defined the term ‘direct charge man- 
hours’ as follows: 

“This term is used to identify man-hours which are identified and charged at 
source to either automotive or defense operations by contract and defense over- 
head pool. Man-hours within the scope of this terminology include all types of 
payroll, both hourly and salary, that are charged to overhead accounts and or 
defense contract costs as direct reimbursement charges. Vacation hours will be 
included as direet charge man-hours in the computation of allocation bases. 

“Tn a letter dated September 10, 1952, the contractor made a second attempt 
to deviate from the established policy by proposing to cancel accounting policies 
letter No. 18 and reinstate accounting policies letter No. 17 which provides that 
vacation hours will not be included as direct charge man-hours. 

“In their submission for reimbursement of overhead allocated to defense con- 
tracts for the month of August 1952, the contractor deviated for the first time 
from his established policy of including vacation hours in the computation of 
allocation bases. The resident auditor promptly took exception to the additional 
costs identified to Government contracts as a result of this deviation from estab- 
lished policy. Since that time, the resident auditor has continued to disapprove 
all additional costs identified to Government contracts through the exclusion of 
vacation hours from the overhead base. 

‘Recently, this question was taken to Mr. J. Robbins, Deputy Chief, Contract 
Section, Central Air Procurement District, for his determination on the matter. 
The problem was resolved when Mr. Robbins agreed with the position taken by 
the Auditor General and instructed the contracting officer to concur in the dis- 
approval by the resident auditor of the questioned costs.” 

The undersigned has thoroughly reviewed this matter, inchiding all pertinent 
documents pertaining thereto, and fully concurs in the disapproval of $270,978.42 
on Notice 8-756, Bureau voucher S—1662, dated December 19, 1952. 

This resolves item No. 1 of your letter to the undersigned, dated March 4, 1953, 
subject: Unresolved items. 

Very truly yours, 
Meyer J. Stoun, 
Contracting Officer. 
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Exurpit X 
Summary of suspended, disapproved, and nonallowable costs, including cost of Edgar 
Kaiser's open letter published in reply to Senator Styles Bridges—as of \February 
28, 1953—Contract No. AF 83(088)—18481 


Suspended costs: 


Pending proper documentation_____________ $24, 544. 92 
Pending proper approvals_............_.__- 45, 775. 61 
Batehaempentind: catia. oid Sualds ene cat duwsineiid le dec $70, 320. 53 
Disapproved costs concurred in by Kaiser: 
Labor: 
WOORIOR DONUNINNGS lc ccu ...-.......< $715, 631. 44 
Other labor costs adjustments_________- 213, 885. 95 


929, 517. 39 








Miscellaneous: 


POTD ROMNNG... 6 ois siince btnts ives 100, 829. 63 
Duplicate charges (burden and direct)_._. 612, 347. 90 
Other burden adjustments___.......__- 505, 652. 99 
Direct charges reaccounted_______..__- 87, 151. 60 
E. Kaiser’s Senator Bridges’ letter______ 4, 864. 65 


1, 310, 846. 77 

Total concurred in by Kaiser___...._- 2, 240, 364. 16 
Not concurred in by Kaiser: Burden adjust- 
ments due to shifting of vacation hours in 


i aes ae atee vt) weiss hile Acad cnet 2, 590, 645. 45 


Total disapproved costs 
Nonallowable costs: ! 


PRROTONROMPONME Soins Ganiriici maine add on $1, 362, 267. 76 

Dedication of first C-119 airplane_________~ 61, 620. 65 

Traveling and entertainment expenses-_-__-_--- 72, 533. 12 

Miscellaneous expenses__..............--.- 132, 038. 85 
Total pesellowable costs. a. i6's lbsi seem cneencuuuecc- 1, 628, 460. 38 
Total suspended, disapproved, and nonallowable costs... 4, 289, 426. 36 


! The contractor has recognized that the above listed nonallowable costs afe not eligible for reimburse- 
ment by the Government. 


AppEeNpDIx C 


KatseR Motors Corp., 


Willow Run, Mich., July 10, 1953 
Hon. Styies Bripces, 


Chairman, Subcommittee on Aircraft Procurement, 
Senate Armed Forces Committee, Washington, D. C. 


Dear Senator Brirpces: Through the courtesy of your subcommittee staff we 
have received a copy of the statement filed on June 30 with the subcommittee by 
Richard 8S. Boutelle, president, Fairchild Engine & Airplane Corp. 

The position of our company has been fully set forth in the statement read into 
the record by Mr. Henry Kaiser on June 23 and June 24, in the 88-page additional! 
statement which he submitted for the record on June 24, and in the testimony of 
Mr. Henry Kaiser and the undersigned on both those days. We believe that 
these statements and our testimony cover fully our position with respect to the 
points made in Mr. Boutelle’s statement. 

We are accordingly limiting ourselves to the filing of this letter, in order to cite 
the portions of our previous testimony which cover the principal points raised by 
Mr. Boutelle, and in order to reply briefly to one or two matters mentioned in Mr. 
Boutelle’s statement 
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Our comments are as follows: 

(1) Mr. Boutelle’s statement includes an attachment comparing the unit and 
total costs of Fairchild and Kaiser—Frazer, respectively, in producing the first 
71.4 and first 159 C-119 planes. As we have shown in detail in our statements 
and testimony, and as the Air Force witnesses who testified before your committee 
have confirmed (e. g., the testimony of General Cook at pp. 232-237 and 395 of 
the typewritten transcript) our costs for any given number of C—119 planes cannot 
properly be compared to Fairchild’s. General Cook summarized the matter as 
follows (transcript, p. 237): 

“In conclusion, there can be little comparison between two contractors, one 
operating a large plant at a low rate and the other a small plant at a higher rate; 
one experienced and in going production, the other inexperienced and requiring 
tooling and training; one preparing for a high peak rate of production as mobiliza- 
tion insurance, the other already in the process of achieving its peak and a con- 
siderable lower peak; each with the varying concepts of tooling, overhead, and 
management common to their particular industry. 

“Even their methods of computing direct labor hours and overhead differ, 
making costs in this area not comparable. 

“Under the Kaiser contract, the Air Force set out to create new productive 
capacity and insurance—both for a growing Air Force and for mobilization re- 
serve and not merely a specific quantity of aircraft.” 

As recently as June 13, 1953, after the first 4 days of testimony by Air Force 
witnesses before your subcommittee, the Air Force filed a statement with the 
House Appropriations Subcommittee on Department of Air Foree Appropria- 
tions, appearing at page 996 of the printed hearings, which includes the following: 

“{Kaiser’s] costs are not fairly comparable to current Fairchild costs because 
Fairchild has been in production now for more than 4 years and had substantial 
prior experience in a predecessor aircraft going back to World War II. Not only 
were Fairchild’s starting costs not included in the current contract, but Kaiser’s 
starting costs were substantially higher because they included tooling at a higher 
rate, heavier fixed charges because of the size of the plant, and the fact that it is 
privately owned, and the expensive business of training labor and management in 
a new type of production. Kaiser’s costs are also higher because they include 
the starting costs of new major subcontractors.” 

Further, if any comparison between Kaiser costs and Fairchild costs is to be 
attempted, the most nearly comparable basis would be to compare Kaiser’s costs 
for initial production of the C-119 aireraft with Fairchild’s costs for its initial 
production of the predecessor C-82 aircraft, adjusted for increases in airframe 
weight, increases in cost indexes, and similar factors. On this basis, as the testi- 
mony shows, Fairchild’s first 10 C-82 aircraft cost on an adjusted and comparable 
basis in the range of $4,300,000 each. Kaiser’s first 14 C-—119’s, according to 
Air Force figures included in Document No. 2 placed in the record at transcript 
page 405-1, cost $2,015,969 each, with all nonrecurring costs and preproduction 
expense amortized over the entire 159 planes. Even when preproduction expense 
incurred through the date of completion of the first 14 Kaiser planes is amortized 
over the 39 equivalent planes completed through that date (instead of over 159 
planes), the first 14 Kaiser planes cost only $3,443,000 each. And if all Kaiser 
preproduction costs (primarily of a type not incurred by Fairchild in performing 
its C--82 contract) are amortized over the first 14 Kaiser planes, the average cost 
of these planes is only $4,295,000 each. Fairchild’s first 149 C—82’s cost in the 
range of $900,000 each on an adjusted basis, while the estimated cost of Kaiser’s 
first 159 C—119’s would have been in the range of $1,200,000 each. These figures 
are all a matter of record. They lead to the inescapable conclusion to the extent 
that our costs can fairly be compared with Fairchild’s, our costs are reasonably 
close to Fairchild’s when both companies had progressed an equal distance along 
the learner’s curve, despite the fact that Willow Run was a large plant, tooled to 
a high capacity but with a limited production, whereas Hagerstown was a small 
plant, with tooling built only as required for current production. 

(2) Mr. Boutelle’s statement also deals at length with the quality of the technical 
assistance furnished by Fairchild. He states that Fairchild did its best, and 
that Fairchild did a good job, but at the same time he frankly admits that Fair- 
child “strenuously and openly opposed the entry of Kaiser-Frazer into the C—119 
program.” - We leave it to the committee to judge the probability that Fairchild’s 
strenuous opposition to our entry into the C-119 program may have affected 
the quality of the technical assistance which Fairchild was required by the Air 
Force to furnish against its own will and against its own competitive interests. 
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Mr. Boutelle correctly states that channels for handling problems arising in 
the course of the technical assistance program were established by agreement 
between Mr. Boutelle and the undersigned. He further states that a search of Subject 
Fairchild’s records does not disclose any written communications from respon- Te aN 
sible officials of Kaiser-Frazer complaining of any failure to supply adequate - in 
technical assistance. 
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Mr. Boutelle correctly states that channels for handling problems arising in 
the course of the technical assistance program were established by agreement 
between Mr. Boutelle and the undersigned. He further states that a search of 
Fairchild’s records does not disclose any written communications from respon- 
sible officials of Kaiser-Frazer complaining of any failure to supply adequate 
technical assistance. 

We have submitted to the committee a representative list of specific commu- 
nications and memoranda of conferences attended by representatives of the Air 
Force and Fairchild, in which responsible officials of our company stated detailed 
reasons why specific items of technical assistance and data furnished by Fairchild 
were neither adequate nor correct. 

(3) Mr. Boutelle’s statement includes an attachment describing the history 
of the so-called Omaha package stating that Fairchild had advised us of the 
limitations of the package and had warned us against its misuse, and that we had 
nevertheless misused the package by placing an order for engine mounts which 
everyone knew were not to be used in the F type C-119’s built by Kaiser. 

The facts are that the limitations of the Omaha package were recognized by 
the Air Force, Fairchild, and Kaiser. A decision was made to order parts based 
on the data contained in the package as the lesser of two evils. The lesser evil 
was the risk that some of the parts might not be adaptable for the F model and 
would have to be reworked. The greater evil was the delay and added eost 
that would have resulted if parts were not ordered until the complete engineering 
data for the F model had been received from Fairchild (which in fact took an 
additional year). This decision was made with the written approval of the 
Air Force based on Air Force knowledge of the risks involved. 

Moreover, it can ¢learly be established in the light of hindsight that the deci- 
sion to use the Omaha package in this way was correct. By taking this step 
Kaiser was able to produce its first F model plane in about the same length of 
time as Fairchild produced its first prototype F model, and Kaiser continued 
assembly line production of F models while Fairchild was still building C models. 
If the Omaha package had not been used, Kaiser’s production would have been 
delayed by many additional months, and Kaiser’s costs would have been substan- 
tially increased by the resulting unproductive overhead burden. A copy of the 
Air Force letter specifically approving the use of the Omaha package as a basis 
for ordering parts is attached as exhibit A to this letter. 

The Fairchild statement selects, as its example of how our company allegedly 
misused the Omaha package, the placing of an order or certain engine mounts 
included in the Omaha package, bill of materials for the C model plane, which 
were not to be used for the F model plane which Kaiser was to build. The fact 
is that no such order was ever placed. After the Air Force had approved the 
procedure of placing orders with suppliers based on the bill of materials contained 
in the Omaha package, our planning department wrote a requisition for these 
engine mounts on March 1, 1951. This requisition went to our purchasing depart- 
ment which made a preliminary inquiry of the supplier. Shortly thereafter it 
was learned that the engine mounts were not to be used on the F model plane, and 
on May 24, 1951 the requisition was eanceled. No purchase order was ever 
written. 

(4) Mr. Boutelle states that he is filing his statement on behalf of the stock- 
holders and employees of Fairchild who are justly proud of their company’s name 
and record. Kaiser Motors Corp. has 30,000 stockholders, almost 40,000 em- 
ployees, over 4,000 dealers, each operating an independent business on which he 
depends for his livelihood, and some 2,000 major suppliers who depend on us for 
a substantial proportion of their business, we are equally proud of our company’s 
name and record. It is our name and record—not Fairchild’s—that have been 
attacked during the hearings of your subcommittee. 

We appreciate the opportunity your subcommittee has afforded us to reply to 
these attacks by presenting the complete facts. We believe we have faithfully 
and creditably performed our aircraft contracts with the Government. Together 
with the thousands of stockholders, employees, dealers and suppliers who depend 
upon us, we depend upon your committee’s sense of fair play to present all of the 
facts impartially and to draw objective conclusions in its report. 


Sincerely, 
Epaar F. Karser, President. 
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Fesrvuary 16, 1951. 


Subject: Discrepancies in Fairchild furnished; bill of material. 
To: William G. Cruikshank, captain, USAF, acting Air Force resident, officer- 
in-charge, Kaiser-Frazer Corp., Willow Run, Mich. 

We are in the process of ordering parts for the first block of 22 C-119 eargo planes 
and acquiring raw materials for the fabrication of 64. The only bill of material 
which we have available is the one furnished to us by the Fairchild aircraft division 
of the Fairchild Engine & Airplane Corp. 

On checking this bill of material in connection with the placing of orders, we 
have been advised by the vendors that there are discrepancies in such bill of 
material and that it is not entirely up to date. If, therefore, we are to proceed 
with the placing of orders, there is a possibility that we will acquire materials 
that will later be found to be obsolete. On the other hand, the proposed schedules 
for the manufacture of the first cargo planes will be jeopardized if we await the 


receipt of a fully corrected bill of material from Fairchild. 

We are presently calling any discrepancies to the attention of Fairchild, obtain- 
ing corrections as rapidly as possible and correcting purchase orders in the light 
of revisions in the bill of material. 

In view of the foregoing, we recommend that we proceed to place orders on the 
basis of the bill of material which we now have, upon the understanding that no 
disallowances will be made in costs by virtue of the fact that this procedure may 
entail purchasing material which later cannot be used in the plane. 

If this meets with your approval, kindly indicate on the attached copy of this 


letter. 
JoHN HALLETT, 


Executive Vice President, and General Manager. 
Approved: 
W. G. CrurKsHANK, 
Captain, USAF, Acting Resident AF Officer-in-Charge, 
United States Army Air Force. 
5. M. SHELDON, 
Contracting Officer, United States Army Air Force, 





AppENDIX ) 


FAIRCHILD ENGINE AND AIRPLANE Corp., 
Hagerstown, Md., July 10, 1958. 
Hon. Svyies Bripors, 
Room 147, Senate Office Building, 
Washingtcn, D. C. 

Dear Senator Brivors: Enclosed is supplemental data to be inserted in the 
record of the hearings concerning your subcommittee’s investigation of procure- 
ment of C—119 aircraft. 


Respectfully yours, 
Ricuarp 8. Bourse.uie, President. 


STaTEMENT BY Ricwarp 8. Boure.ie, PRESIDENT, FArRCHILD KNGINE & Arr- 
PLANE Corp., Berore PREPAREDNESS SuBcoMMITTEE No. 1, ARMED SERVICES 
CommiTrer, UNirep States SENATE 


The following are supplemental data to clarify and correct certain statements 
in the record of the hearings concerning procurement of C—119 aircraft: 

1. The transcript, at page 508, has the following statement: 

‘““Yhe Government, during World War II, invested almost $42 million in facili- 
tie; operated by Fairchild, as compared to a little over $1 million invested by 


Fairchild itself.” 
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The following schedule shows the cest of Government-furnished facilities oper- 
ated by Fairchild during World War IT: 


Division and location 


Aircraft: Amount 
mpupmennerar BOO Sc Jocld seul od30) sot sabe ie $9, 245, 141. 47 
peur OR. 2 FR Seat ec ee 3, 526, 470. 26 

Engine: 
purines: Lene tilend oo oe) ahs oe 6, 992, 614. 61 
Sanuion, Stag Sele es i EN st 7, 611, 785. 96 


Pubataseas Sammstowe; 0) 'Y 250 se.) ods cle ow a ee 1, 423, 591. 08 


yy 5 - Sie a. SOT i Bk es i ee 28, 799, 603. 38 


1Not constructed for, and not currently operated by, Fairchild. 


2. The transcript, at pages 440 et sea., creates the impression that the C-119F 
was a new airplane, differing substantially in cost and manufacturing complexity 
from the C-119C, and that during the period Kaiser-Frazer was building the 
C-119F, Fairchild was still building the C—119C. 

Since 1949 Fairchild has delivered a number of different models of C-119 type 


aircraft. Pertinent information concerning these models is set forth in the fol- 
lowing schedule: 





~ pial 
| | Total 
| delivered 
Model number Date of delivery, Ist airplane | _ as of | Percentage engineering 
June 30, change 
| 1953 
C-119B____- ta - fpmeemeei a 54 
C-119C0___ ; ca ee 303.| 5 percent from B. 
R4Q-1 ‘ aii .---------------}| December 1949 !___ 39 | 3 percent from C. 
SMD <cimcmpenioosesenhs<-asascasesst BOD IONE. | 167 20 percent from C. 
C-119G__... bs Sa Ulm CE | 34 | 8 percent from F. 
R4Q-2......-- a February 1953 | 58 | 4 percent from F. 
| 





! The Ist few R4Q-1 airplanes were modifications of the B model. The balance were delivered after the 
C model was in production and were modifications of it. 


Work on the change from the C~119C to the C-119F began in March 1951. 
The engineering information was furnished to Kaiser-Frazer concurrently with 
its release to the Fairchild production department. The major changes involved 
the incorporation of Wright 3350-85 engines instead of Pratt & Whitney R-4360- 
20W’s and hydraulié operation of landing gear and flaps rather than electrical. 
The first Fairchild C-119F came off the production line in November 1951. We 
are informed that the first Kaiser-Frazer airplane was accepted in May 1952. 

3. Fairchild’s delivery schedule ! for C-119 type aireraft, and deliveries against 
that schedule, for the past 32 months, are as follows: 























| | i] | 
Month and year Scheduled | Delivered Month and year Scheduled | Delivered 
| | a 

1950—November..__.....- 3 8 || 1952—March_......______- | 12 12 
December. . aE ~ 8 || BOO. 6. 5ch- bce 14 14 

1951— 0} 0 ee oe 17 17 
6 | 6 |) Cees iat 19 19 
8 | 8 || ial: ace 20 20 
9 | 9 || RNR. aos. uees 2 20 

10 | 10 | September...._._._- 22 22 

10 | 10 | October... 23 23 

12 | 12 || November... _....- 23 23 

‘ 12 12 || December. -.......- 26 26 
September __.._- a 13 | 13 || 1953—January~..........- 26 26 
October. ........... | 13 | 13 || February..._....... 27 27 
November.......... 14 | 14 |} Re 29 29 
December ._......- | 14 | 14 |} April 23 23 
1952—January__........_. | 11 | ll |) May 28 23 
February sdieehool 11 | 11 |) A SG 27 27 





' See attachment. 
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4. With 1 eference to the statement furnished to the subcommittee on June 30 
1953, and in further response to the allegations made at the hearings that Fair- 
child failed to supply proper and adequate technical advice and assistance to 
Kaiser-Frazer, there is submitted the following: 

(a) On May 17, 1951, at a meeting attended by Messrs. Finlctter, McCone, 
and high officers of the Air Force, and Messrs. Boutelle and Loening for Fair- 
child, Mr. McCone, on behalf of the Air Foree, complimented Mr. Boutelle for 
the excellent job which Fairchild was doing in cooperating with Kaiser-Frazer, 

(b) K-F News for March 24, 1952, stated as follows: “Air Force, Fairchild, 
employee teamwork lauded by Kaiser, Speaking at the C-119 dedication cere- 
mony, Henry J. Kaiser paid tribute to K-F employees for the part they plaved 
in assembling the first Fairchild ‘flying boxcar’ at Willow Run in the short span 
of 8 months. 

“Kaiser also lauded the Air Force and Fairchild Engine & Airplane Corp. for 
the valuable cooperation they provided. 

“*There are congratulations due to each man who has played an important part 
in building this first plane,’ he said, ‘the workman, the production men, and the 
planners of Willow Run. 

“The farsighted planning of the Air Force in storing World War II tools and 
machinery, which otherwise would have taken months to build, were made 
available to K-F,’ he said, 

“*Pairchild furnished us with their engineering design and technical know-how 
and the component parts for the first planes.’ 

“Kaiser said that ‘We have joined hands with the Air Force, with Fairchild 
and with the workmen of Local 142 UAW-CIO—and the result is this dedication 
ceremony,’”’ 

(c) In a letter dated March 24, 1952, addressed ‘To all Kaiser-Frazer Em- 
pioyees,”’ Mr. Edgar Kaiser stated: ‘‘As we all know the first C-119 was produced 
through the complete cooperation of the USAF, the Fairchild Engine & Aircraft 
Corp., and the people of K-F.” 

(d) Mr. Henry Kaiser’s affidavit in answer to Representative O’Konski’s 
charges (Congressional Record, June 17, 1952) states in part: 

‘*At the news conference, great emphasis was placed on the assistance that had 
been rendered under the technical-assistance agreement between the Air Force, 
K-F, and Fairchild. Publie recognition of Fairchild’s part in the pregram was 
also made by Mr. Henry Kaiser in his remarks at the dedication ceremony.”’ 

(e) In early October 1952, Mr. R. L. Gilpatric, Under Secretary of the Air Force, 
expressed to Mr. Boutelle his appreciation tor the excellence of the technical 
assistance furnished Kaiser-Frazer by Fairchild. 

(f) On 18th day of February 1952, following a meeting at Willow Run, Col. 
Beverly Warren, Deputy Director of Procurement and Production, Air Materiel 
Command, USAF, stated to Mr. Paul J. Frizzell, vice president of Fairchild 
Engine & Airplane Corp.: 

“T want to congratulate you and your people for the job you are doing under 
the assistance agreement. It certainly is in sharp contrast with other comparable 
situations with which I have to work.” 


ATTACHMENT 


Contract W33—038ac-19200, dated February 26, 1948, as amended, called for 
the delivery of 143 C-119’s by the end of November 1950. The first airplane 
scheduled for acceptance in December of 1948 was not delivered until April of 
1949. However, the remaining 142 C—119’s were delivered by the end of Novem- 
ber 1950 as the contract specified. 





APPENDIX E 
MemoraNpbvuM OF MEETING oF Marcu 23, 1953 


On March 23, 1953, at 1445 hours, a meeting was held in the office of the 
Resident Auditor, Auditor General, USAF, Kaiser Manufacturing Corp., Willow 
Run, Mich. In attendance were Mr. H. M. Devlin and Mr. J. Anton, special 
staff members for the Preparedness Investigating Subcommittee of the United 
States Senate Committee on Armed Services; Mr. F. D. Skinner, Chief, Industrial 
Audits, Mid-Central District, Auditor General, USAF; Mr. S. C. Solomon, 
fesident Auditor, USAF, Kaiser Manufacturing Corp.; and Mr. M. L. Simpson, 
Assistant Resident Auditor, USAF, Kaiser Manufacturing Corp. 
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The following information was requested of Mr. S. C. Solomon by Mr. H. M. 
Devlin and Mr. J. Anton: 

1. Copy of the joint audit report covering the first 6 months of 1952, with com- 
ments and recommendations when completed. 

2. Report of costs o. C—119 airplanes (by blocks or lots if possible) for the 
periods ending January 31, 1952, July. 31, 1952, and February 28, 1953, broken 
down in accordance with attached schedule A. ‘The tooling costs pertaining to 
Fairchild Aircraft Division, Chicago, Ill., included in the above costs, are to be 
reflected by footnote. 

3. C-—119 airplanes completed plus equivalent airplanes in process as of January 
31, 1952, July 31, 1952, and. February 28, 1953. 

4. Report of costs of the first 14 C—119 airplanes for the periods ending January 
31, 1952, July 31, 1952, and February 28, 1953, 

5. Open commitments made by Kaiser Manufacturing Corp. for the production 
of the C—119 aircraft as of January 31, 1952, July 31, 1952, and February 28, 1953. 

6. Breakdown of suspended, disapproved, and nonallowable costs, by major 
categories, including the disposition of the cost of Edgar Kaiser’s open letter 
published in reply to Senator Styles. Bridges. 

The above is in accordance with oral request made at the subject meeting. 


H. M. Devuin. 
J. ANTON. 
Marcu 24, 1953. 


DEPARTMENT OF THE AIR FORCE, 
ComprTroLLeR, AupriroR GENERAL, 
Willow Run. Mich., April 3, 1958. 
Subject: Reply to United States Senate Committee on Armed Services. Inquiry 
relative to Kaiser-Frazer Corp., Willow Run, Mich. 
Through: Auditor General, DCS/C, USAF, The Pentagon, room 5C 543, Wash- 

ton 25, D. C. 

To: Director of Legislation and Liaison, Office of the Secretary of the Air Force, 

Headquarters, USAF, Washington 25, D. C, 

1, The following information is submitted relative to an oral inquiry confirmed 
in writing on March 24, 1953, by Mr. H. M. Devlin and Mr. J. Anton, special 
staff members for the Preparedness Investigating Subcommittee of the United 
States Senate Committee on Armed Services: 


(a) Inquiry item No. 1 

(1) Request: Copy of joint audit report covering the first 6 months of 1952, 
with comments and recommendations when completed. 

(2) Reply: The report on the joint audit covering the first 6 months*of 1952 
has not been completed. A copy will be forwarded to you within 2 weeks. 
(6) Inquiry item No. 2 

(1) Request: Report of costs of C119 airplanes (by blocks or lots if possible) 
for the periods ending January 31, 1952, July 31, 1952, and February 28, 1953, 
broken down in accordance with attached schedule A. The tooling costs per- 
taining to Fairchild Aircraft Division, Chicago, Ill., included in the above costs, 
are to be reflected by footnote. 
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(2) Reply: The requested costs are set forth on enclosures 1, 2, and 3 and may 
be summarized as follows: 


| 
| i Jan. 31, 1952 way 31, 1952 | Feb. 28, 1953 








Total costs and fee (excluding ee: ‘i $17, 379, 422. a | $50, 414, 307.01 | $100, 619, 291. 62 

Equivalent ships —-  atiihigrowdes Romanteania 21.6 | 57 

Average unit selling price_ ts ee $3, 159, 804. ‘92 | $2,333, =. 69 | $1, 765, 250.7 

Dollars per airframe pound __ eset $105.33 | $77.30 | $58. a 

Direct labor hours per airframe pound _. ; <a 10. 781 8. O81 | 6. 419 
NOTES 


(a) The total cost and fee figures shown above do not include the cost of major assemblies, subassemblies, 
and primary parts supplied by Fairehild Aircraft Division under a technical-assistance agreement. 
(6) The figures for equivalent ships completed do not include an evaluation of the following costs: 
(1) Subeontractors’ costs representing on-site subassemblies which have not been released to the 
production line. 
(2) Subcontractors’ costs representing subassemblies and in process work still in the subcontractors’ 
ylants 
. (3) Productive material released to the production line upon which no productive labor had been 
incurred. 
Within the time limitations imposed it has not been possible for either the contractor or the auditor to 
evaluate these costs in the computation of equivalent airframes completed 
(¢) It will be necessary to further consider the effect of qualifications (a) and (b) above on the average-uni 
selling price and dollars per airframe pound. 


(c) Inquiry item No. 8 

(1) Request C-119 airplanes completed plus equivalent airplanes in process 
as of January 31, 1952, July 31, 1952, and February 28, 1953. 

(2) Reply: C-119 airplanes completed plus equivalent airplanes in process 
were as follows: 


| Equivalent | Total equiv- 
Completed | airplanesin | alent air- 





process | planes 
As of Jan. 31, 1952... onatimannes aes s ' —— 0 15.5 15.5 
As of July 31, 1952 } 9 112.6 191.6 


As of Feb. 28, 1953. .......-.-- ‘ = ou | 34 | 1 23.0 1 57.0 


1 See qualifications in footnote (6) of paragraph 1 (6) (2) above. 


(d) Inquiry item No. 4 

(1) Request: Report of costs of the first 14 C-119 airplanes for the periods 
ending January 31, 1952, July 31, 1952 and February 28, 1953. 

(2) Reply: Costs of the first 14 C~—119 airplanes are set forth in detail on 
enclosure 4 and may be summarized as follows: 
Jan. 31, 1952 —_ 31, 1952 Feb. 28, 1953 


Cost to the eontractor: Total production costs (ex- 


cluding preproduction) a ------| $12, 550, 884. 18 | $21, 390, 397. 21 22, 823, 948. 04 
Cost to the Government: Total production cost and 
fixed fee (excluding preproduction) _.................-- 12, 733, 919. 27 21, 916, 091. 48 23, 442, 813. 14 





(e) Inquiry item No. 6 

(1) Request: Open commitments made by Kaiser Manufacturing Corp. for 
the production of the C—119 aircraft as of January 31, 1952, July 31, 1952, and 
February 28, 1953. 

(2) Reply: Open commitments are set forth by major grouping on enclosure 5 
and may be summarized as follows: 


OE A ee ec ceeu rte se Soe. dk occ once se--- oe $27, 474, 479 
we MS EE sind ---- 22,097, 499 
SE I I i cack ub badeescbtbebowcdes 25, 554, 342 


84931—53— pt. 1——30 
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(f) Inquiry:item No. 6 

(1) Request: Breakdown of suspended, disapproved, and nonallowable costs, 
by major categories, including the disposition of the cost of Edgar Kaiser’s open 
letter published in reply to Senator Styles Bridges. 

(2) Reply: The adjustments are set forth by major categories on enclosure 6 
and may be summarized as follows: 


Gems Was oa 2 se a CL 5 Sind at hem $70, 320. 53 
Peers GN Freee LR. occ cs cc ccwucayecetaueene 2, 590, 645. 45 
RIE ND ao rn Oc bl Usa ok Geet 1, 628, 460. 38 


DUE = orn Soca a sous ne Seaeek lat Seen 4, 289, 426. 36 


1 The contractor has recognized that the above listed ““Nonallowable”’ costs are not eligible for reimburse 
ment by the Government. 

The $4,864.65 cost of Edgar Kaiser’s open letter published in reply to,Senator 
Styles Bridges has been disallowed by both the resident auditor and ‘the adminis- 
trative contracting officer. The contractor’s and the Air Force treatment of the 
costs are reflected on enclosures 7, 8, and 9. 

For the District Chief: 
Sipngy C. SoLomon, 
Resident Auditor, USAF. 


APPENDIX G 


1. Senator Byrd requested that the committee be furnished with the following 
information: 

(a) A list of all companies in which the interest of Henry J. Kaiser and his 
associates is at least as large as their interest in Kaiser Motors Corp.; 

(6) A summary of the amount of Government contracts held by such com- 
panies since 1942; 

(c) A summary of the Government loans held by such companies since 1942; 
and 

(d) A summary of the amount of tax amortization certificates currently held 
by such companies. 
The information requested is as follows: 
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1. LIST OF ALL COMPANIES IN WHICH THE INTEREST OF HENRY J. KAISER AND HIS 
ASSOCIATES IS AT LEAST AS LARGE AS THEIR INTEREST IN KAISER MOTORS CORP ! 


Consolidated Builders, Inc. (construction) 
Henry J. Kaiser Co. (formerly Kaiser Industries, Inc.) : 
Divisions: 
Sand and Gravel 
Kaiser Engineers 
Subsidiaries: 
Foothill Electric Corp. 
Henry J. Kaiser Construction Co. 
The Midland Co. 
Industrial Indemnity Co. (insurance) 
Kaiser Aluminum & Chemical Corp. (formerly the Permanente Metals Corp.) : 
Subsidiaries: 
Kaiser Aluminum & Chemical Sales, Inc. 
Kaiser Bauxite Co. 
Kaiser Magnesium Co. 
Kaiser Community Homes (housing) 
Kaiser Metal Products Inc. (formerly Kaiser Fleetwings, Inc.) 
Subsidiary: Kaiser Fleetwings Sales Corp. 
Kaiser Motors Corp. (formerly Kaiser-Frazer Corp.) : 
Subsidiaries: 
Kaiser Manufacturing Corp. 
Kaiser-Frazer Sales Corp. 
Kaiser & Frazer Parts Corp. 
Kaiser-Frazer Export Corp. 
Kaiser-Frazer of Canada, Ltd. 
Willys Motors, Inc.: 
Willys-Overland Export Corp. 
Willys Motors of Canada, Ltd. 
Kaiser Services (Administrative services for Kaiser-affiliated companies) 
Kaiser Steel Corp. (formerly Kaiser Co., Inc.): 
Subsidiary: Iron Queen Mining Co. 
Permanente Cement Co.: 
Subsidiaries: 
Glacier Sand & Gravel Co. 
Kaiser Gypsum Co., Ine. (formerly Pacific Coast Cement Co.): 
Compania Occidental Mexicana, 8. A. 
Gypsum Carrier, Inc. 
Permanente Steamship Corp. 
Underwriters Service, Inc. (insurance services). 

Norr.—The above list includes all of the companies listed at pp. 517-518 of 
the record except Pacific Coast Steamship Corp., which had never had any affilia- 
tion with any Kaiser company, and the following companies, which are not active 
corporate entities: 

Phoenix Bridge Corp. 
Sierra Magnesite Co. 
West Willow Housing Development. 


2. SUMMARY OF THE AMOUNT OF GOVERNMENT CONTRACTS HELD BY SUCH COM- 
PANIES SINCE 1942 


By agreement with the committee staff, this information is furnished in sum- 
mary form in table B below, showing (1) the dollar volume by company of 
unclassified contracts held (a) during World War II and (6) since World War II; 
and (2) the dollar volume of all classified contracts held by all companies during 
and since World War II. The dollar volume of unclassified contracts is further 
subdivided into contracts for facilities, contracts for services, and contracts for 
materials and equipment, together with a brief identification of each major class 
of contracts. 


! Until the acquisition of the Willys-Overlaad automotive assets by a subsidiary of Kaiser Motors in the 
spring of 1953, the Kaiser interest in Kaiser Motors was 9.5 percent. Asa result of the financial transactions 
connected with this acquisition, the Kaiser investment in Kaiser Motors was substantially increased, and is 
now 37.67 percent. This list, however, includes all active companies in which the Kaiser interest is 9.5 
percent or higher. 








Name 


California Shipbuilding Corp., (No longer active): 


Materials custody. __- 
Facilities {including a up) 
Ship repair_._._.- 
Caissons = aS 
Ship construction - 
Henry J. Kaiser Co. 
Building supplies 


Sand and ¢ 


Kaiser Co., Inc. (now named Kaiser Steel C orp. ye 


Fac ilities (ine ae layup) 
Materials custody - 
— repair , 
Tugboat operation ___.__- 
Sea trial ss 
Drydook............. 
Conversion _... 
Outfitting _- 
Ship construction 
Steel and pig iron 
Kaiser Fleetwings, Inc. (now 
Metal Products, Inc.): 
Aircraft and aircraft parts 
Engineering and design - - - - 
Ship construction. -__......- 
Kaiser Industries, Inc. (now n 
Kaiser Co.): Shell contracts 
Oregon Shipbuilding Corp 


Materials custody 
Ship construction - -_- 
Pontoons 


Permanente Cement Co.: Cement sales. - I all tell ell 


The Kaiser Co. (no longer active 


The Permanente Metals Corp. 


Kaiser Aluminum & Chemical 


Magnesium and goop incendiaries _- 


Shipyard facilities (including 
Tugboat operation services 
Materials custody _- 
Caissons.- 
Ship construction _- 


Walsh-Kaiser Co., Inc. (no longer active): 


Facilities (including layup) 


Maintenance and protect ion... 
Ship construction -.......... 


Total World War II contracts 


amed Henry J. 


(no longer active): | 
Facilities (including layup) -- - - 
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I. Unclassified contracts 
A. WORLD WAR II CONTRACTS 





Facilities | Services 


jravel Division: 


a “+ 54 gh Ot | 


named Kaiser 


17, 090, 000 


27, 381, 000 








45, 000 
): Ship repair wae--------| 5,053, 000 | 
(now named | 
Corp.): 
-------] 11, 430,000 203, 000 


.--| 35, 422, 000 


layup) -__.... 


82, 000 


“675, 000 | 





Materials and 
equipment 


74, 448, 000 206, 750, 000 

| 37, 690, 000 54, 780, 000 

INR ona... 

| 9, 515, 000 976, 417, 800 

| 3, 499, 000 3, 499, 000 

Sibewomhedanbers 5, 053, 000 
23, 012, 000 paaiteeiahi 








~|----22-+-2e-2+=- 5, 470, 948, 000 
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1. Unclassified contracte—Continued 
B. POST WORLD WAR II CONTRACTS 


Materials and 
Facilities Services equips pment Total 


Henry J. Kaiser Co.: 
aiser Engineers Division: Engineering 
services. - ed beeemaohibel el 
Sand and Gravel Division: Building supplies. $120, 000 7 , 000 
Kaiser Aluminum & Chemical Corp.: 
Fee for operation of manteca engin 


plant... . 
Preparation of chrome ore ‘storage site. 
Research and development contracts 
arm ment for excess power costs to produce 


minum during power shortage_- 

Construction of s| 1 fabrieating facilities +. i 

Sales of products to defense contractors _- 
Kaiser Metal Products, Inc.: 

Aireraft com 

Research and development 

PONS Sc ivtintiiiedh~<dbeacnae Rhacmatidl ; 
Kaiser Steel Corp.: 

Steel—Direct sales to Government 

Steel—Sales to defense contractors._......-. 
Permanente Cement Co,: Cement sales 
Willys Motors, Inc.: 

Aircraft and Aircraft components ! 

Forgings 

Shell casings 

Research and development 

Vehicles and parts 

Land mines_- 

Total Post World War II contracts 





‘Includes work terminated before completion of amount shown. 





Il. Classified contracts: Classified contracts ao 
companies) ‘ were neh commiilios 


Ill. Grant Total: 
Unclassified, World War IL_- 
Unclassified, Post World W ar Il... 
Classified 


3. SUMMARY OF THE GOVERNMENT LOANS HELD BY SUCH COMPANIES SINCE 1942 


Senator Byrd introduced a table entitled ‘““Reconstruction Finance Corporation 
Loans to Henry J. Kaiser Co. and Affiliates,” showing the amounts of loans made 
to various companies, the dates of repayment, and the amounts outstanding as 
of May 31, 1953. 

This table has been examined and appears to be correct except that the title 
quoted above should be corrected to reflect the fact that no RFC loans have ever 
been made to Henry J. Kaiser Co. All of the loans listed were made to affiliates 
of Henry J. Kaiser Co., in some of which Henry J. Kaiser Co. owns only a mi- 
nority interest. 

It should also be noted that no RFC loan to any affiliate of Henry J. Kaiser 
Co. has ever been in default; that of the $219,011,919 loaned by RFC to these 
companies, $185,626,794 has been repaid, much of it in advance of maturity; 
that these companies have paid to RFC a total of over $33 million in interest, 
and that a large proportion of the loans were made during World War II to finance 
urgent defense projects. 

inally, it should be noted that well over 90 percent of the total present invest- 
ment in the various companies affiliated with Henry J. Kaiser Co. has been 
privately invested by banks, insurance companies, and individuals, and that the 
private financial investment in these companies is well over $600 million. 
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4. SUMMARY OF THE AMOUNT OF TAX AMORTIZATION CERTIFICATES CURRENTLY 
HELD BY SUCH COMPANIES 


At page 512 of the transcript, Senator Byrd introduced into the record a list 
of tax-amortization certificates held by various Kaiser companies. This list is 
incorrect in a number of particulars, and a corrected list prepared in the same 
form as the list at page 512 is set forth below. In reviewing this list, the follow- 
ing points should be noted: 

(a) Under section 124A of the Internal Revenue Code, the President is au- 
thorized to issue “certificates of necessity’’ authorizing taxpayers who build 
facilities considered important for defense purposes to “‘amortize’’ a percentage 
of the cost of the facilities over a period of 5 years, instead of depreicating the 
facilities over their normal useful life. The percentage of the cost which may be 
amortized in this way is the percentage which is deemed attributable to defnese 
purposes, and which may not have economic utility after the defense emergency. 

(6) Certificates of necessity are used by the Government as an incentive for 
privately financed expansion of industrial facilities for defense purposes. A cer- 
tificate of necessity does not increase the tax deduction allowed for amortization 
and depreciation, but permits a substantiel percentage of the deduction to be 
taken over a relatively short period of time. Thus, to whatever extent the 
amortization deduction tends to reduce current taxable income, it increases 
future taxable income by a corresponding amount, after the amortization deduc- 
tion has been used up. 

(c) Under the accelerated amortization program, applications are filed which 
request the issuance of certificates of necessity to cover a stated amount of new 
construction. <A certificate may then be issued covering all or part of the requested 
amount. However, the amount certified may not ordinarily be written off on an 
accelerated basis in its entirety. Instead, the usual practice is to permit acceler- 
ated amortization only of a percentage of the amount actually certified. The 
balance certified is then depreciated in the usual manner. Thus, the amount of 
amortization cannot be measured merely by considering the amount certified 
without also considering the percentage of the amounts certified which is made 
eligible for accelerated amortization. 

(d) In the tabulation inserted in the transcript at page 512, the last column, 
entitled ‘‘Amount Amortized to Date’’ should read ‘‘Amount Eligible for Accel- 
erated Amortization’’, since this figure represents in each case the percentage of 
the amount certified which is eligible for accelerated amortization. By the same 
token, the discussion in the transcript about $420 million worth of accelerated 
amortization (transcript, pp. 508-509) is not accurate; $420 million is the total 
amount shown in the table at page 512 as having been certified for accelerated 
amortization. It is not the amount actually eligible for accelerated amortization. 

(e) There are also several other discrepancies between the amounts shown in 
that table and the amounts shown by the records of the various Kaiser-affiliated 
companies which have received certificates of necessity for accelerated amortiza- 
tion. Accordingly, the following revision of the table is presented for the sub- 
committee’s information. It will be noted that Pacific Coast Steamship Corp. 
has been deleted, since this company has never had any Kaiser affiliation. 


KaAtser-AFFILIATED COMPANIES 


Tax amortization: Applications, certifications, amounts eligible for amortization * 





Amount oligible 


Amount of | ew Sir’ enhaletated 


7 ipar as 
Company application | 














j 

| amortization 

TS EERE ak a eee 
Kaiser Metal Products a $1, 608, 000 $1, 389, 000 $1, 042, 000 
Kaiser-Frazer | 1, 461, 000 772, 000 579, 000 
Permanente Cement Co. ‘ em 5, 733, 000 5, 015, 000 3, 109, 000 
Kaiser Bauxite ert anblngeenbynees sikh ene’ “= | 11, 804, 000 11, 804, 000 9, 543, 000 
Kaiser Steel. ei “ 163, 611, 000 2 105, 975, 000 87, 481, 000 
Kaiser Aluminum & Chemical Corp_- ....--| 814,426, 000 283, 787, 000 208, 687, 000 
Permanente Steamship Co : | 775, 000 (3) Liniitilbeageensace 
Kaiser Industries... ....---- sinocamreatnddion | 2, 510, 000 (®) Joncanncnsnceenns 

i ecctnenicneibinivnieniigbansnceiette enntibktirwstuinbinan | 501, 928, 000 408, 742, 000 310, 441, 000 


1 Altogether 61 applications were made of which 51 were granted in whole or part. Figures are as of June 
2, 1953 ; : 

? Does not include application for $52 million amortization allowance still pending. 
§ Denied. 
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Appenpix H 


Cost COMPARISON oF Kaiser C—-119 ArRPLANE AND FarrcuiLtp C—82 AIRPLANE 
PREPARED BY KAISER 


The following tables show the unit cost of producing the first lot of Fairchild 
C-82 planes (10 planes) and the unit cost of producing the first lot of Kaiser C-119 
planes (14 planes) adjusted on various bases in order to make the figures as nearly 
comparable as possible, within the limits of the factual differences in the conditions 
under which the planes were built. Each table shows in detail the basis of the 
adjustments made. The results of the comparisons may be summarized as 
follows: 


(A) Fairchild 
(1) Actual unit cost of the first 10 Fairchild C-82 planes, weighing 
21,021 pounds each, when they were built in 1944-45. (Source: 
Transcript, p. 451-1.) $1, 867, 591 


~ 


Adjusted unit cost of the first 10 Fairchild C-82’s adjusted for 
weight of C—119 (28,739 pounds) and increases in labor and 
material cost indexes, using the methods shown at transcript, 
pp. 451-21 through 451-32. (See table 1 below.) 3, 327, 000 
(3) Adiusted unit cost of the first 10 Fairchild C-—82’s adjusted for 
weight of C-119 and increases in labor and material cost 
indexes, correcting the methods shown at transcript, pp. 451-21 
through 451~-32 to more accurately reflect increases in labor 


t 


and material cost indexes. (See table 1 below.) _- 4, 255, 000 
(4) Adjusted unit cost of the first 10 Fairchild C—82’s, adjusted for 

weight of C-119 and increases in labor and material cost 

indexes, usimrg another method of adjusting for changes in 

weight and cost indexes which is believed to be more accurate 

than the adjustments shown in (2) and (3) above. (See table 

2 below.) _. : aspkhaws eed d ‘ ‘ t, 337, 000 


(B) Kaiser 


(5) Unit cost of the first 14 Kaiser C—119’s, amortizing all nonrecurr- 

ing costs and preproduction expense over 159 planes. (Source: 

Table entitled ‘‘Kaiser Manufacturing Corp. Estimated Cost of 

First 14 C-119 Airplanes,” appearing in Report of Air Force 

Survey of Feb, 24-27, 1953, introduced into the record as 

Document No. 2, at p. 405-1 of the transcript.)........-.--- 2,015, 969 
(6) Unit cost of the first 14 Kaiser C—119’s, amortizing all nonrecurr- 

ing costs such as project tooling over first 14 planes, but 

amortizing preproduction expense over 39 equivalent planes 

completed through date of delivery of 14th plane, (See table 3 

below.) - Wei rg sae 3, 443, 000 
(7) Unit cost of first 14 Kaiser C—119’s, amortizing all nonrecurring 

costs and all preproduction expense against first 14 planes on 

same accounting basis as Fairchild figures shown above. (See 

table 3 below.)_....----- bee we , ‘ . 4, 295, 000 
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Tas LE 1.—Conversion of first 10 C-82’s built by Fairchild based on Bureau of "bor 


Statistics cost indexes aa 
{Reference: 451-21 through 451-32, vol. 5 of transcript} Combi 
[All amounts in thousands] 
1. Total cost to Government of 10 airplanes without any adjustments. $18, 676 
Breakdown by years (p. 451-22): 
SARA Ni oe Si. << 4 wip ester dt, a WME ow ee ako ie $4, 904 
Ua Nia eed egeieh sref lage Rails WEST k BASE lacie 13, 772 
18, 676 4 
1944: Add for weight 25 percent of 4,904________- 1, 226 
DOG is ibis os erected Gacy Ede Bh ciaiied . 
Qibeghes Boe WONG oi oo osien de oe oe 6, 130 
Add cost rice index 44 percent___........__- 2, 697 : 
EA andlin seaiiticte dni ss hoe cn ans $8, 827 . 
1945: Add for weight 25 percent of 13,772_______- $3, 443 3. 7 
UN a beanie biesh einbsn aig bilbeind nel apa manke 13, 772 . based 
een ; based 
AGteuttet Jer Wei oo vii cdicimindvckddlda ncaa 17, 215 : page 4 
Add cost rice index 42 percent_..........._.- 7, 230 $1. 858 
owapeepee and fo 
Abbasid, ABE BON iiss piss tis ~ahindee sarees 24, 445 ‘ Fairch 
ae of tra 
Teh CN COI i siiiik inthis bene ee Shdbain was tvninndiaiadaa 33, 272 inedx 
Average unit cost per airplane_...............__--.-.-..- 3, 327 : 10 C- 
2. A review of the data submitted by the Bureau of Labor Statistics in the { Comb 
transcript shows that the above method of conversion is incorrect. Appendix A I 


page 451-30 shows two indexes developed by the B. L. S., one for material and 
one for wages. From these it is apparent that wages increased much more 
rapidly than material. Page 451-27 of the transcript contains the following 
statement by E. I. Eaton of the B. L. 8., who developed this data: 

“T have not attempted to combine the price and wage data into a single index. 

This can be done, fairly simply, by assigning relative importances to the price 1 
index and the wage index, but we have no basis for such assignment.” 

In making the conversion shown in 1 above, not only was no attempt made to 
combine the two indexes into a single weighted index, but the material or lower 
index was used. Since by far the greater portion of the cost of roducing an air- 

lane is represented by wages and salaries, the conversion in 1 above is obviously 
Incorrect. 

The C-119 cost experience indicates that approximately 69 percent of the total 
costs are payroll costs and 31 precent material, supplies and services. Using 
these percentages to develop a combined weighted index, yields the following 
results: 


CS 


atapticabihe te EE. hip. gabe 
ae. 


Combined index from appendix A: 


1944 
Payroll, 69 percent of 65 (173-108) ............--.- 45 
PEOOTERA, Bh WUTOONE OF BG ons oko Sccdcecesckcwk« 14 
Comiiees, (een oe. occ. ke cee 59 
1945: 
Payroll, 69 percent of 62 (173-111) -_.._...---.---- 43 
Material 31 percent of 43 (144-101)_.-._..-.-..--- 13 


Commins epeweens). ... ccc. od a. GS 56 
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TaBLe 1. Conversion of first 10 C-82’s built by Fairchild based on Bureau of 
Labor Statistics cost inderes—Continued 


Combined index from appendix A—Continued 
Adjusted costs: 
1944: 
Adjusted for weight Guees = : $6, 130 
Add cost index, 59 percent_____-- -- ; 3, 617 


1944, adjusted. ______- : : , : 9, 747 
1945: 
Adjusted for weight 17, 
Add cost index, 56 percent 9, 640 
1945, adjusted re 26, 855 
——— $36, 602 
Total adjusted costs _ - ee 36, 602 
Average unit cost per airplane Somerelbel He Os 3, 660 


3. The computation shown in 2 above represents properly the comparable costs 
based on the indexes developed by the BLS. The wage index developed was 
based on the average rates in the aircraft industry as tabulated in appendix C, 
page 451-32 volume 5 of the transcript. This shows the average rate for 1952 as 
$1.858, which is considerably lower than the $2.02 average rate at Willow Run, 
and for the years 1944-45 as $1.159 and $1.191, which is higher than the actual 
Fairchild rates on the first 10 airplanes of $1.005. (See exhibit A p. 451-1 vol. 5 
of transcript). Using the actual Fairchild and Willow Run rates we get a wage 
inedx of $2.12/1.005 or 101. Based on this index the converted costs of the first 
10 C-—82’s would be as follows: 


Combined index: 
1944: 
Payroll, 69 percent of 101 
Material, 31 percent of 44- _ _- 


Combined index (percent) 


1945: 
Payroll, 69 percent of 101 
Material, 31 percent of 43- - --- 


Combined index (percent) - - -_--- 
Adjusted costs: 
1944: Adjusted for weight ... $6, 130 
Add cost index, 83 percent ._ 5, 088 
1944, adjusted _ 
1945: Adjusted for weight__ 
Add cost index, 82 percent 
1945, adjusted 


TOGH Saisted GESt8. «...6 sues 
Average unit cost per airplane-_--_-_----- 
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TaBLE 2.—Conversion of cost of first 10 C-82 airplanes built by Fairchild to Willow 
Run labor rates and 1952 costs 


; [All amounts in thousands] 
1. Direct labor: 


Fairchild direct labor hours_______________- 1, 783 
Fairchild direct labor dollars______________- 1, 793 

SS el a Be $1. 005 
ey ee es OD WONG ne ohne penance $2.02 
RITES. (Sra tbh ee an no ge 101 
Adjusted direct labor, 1,783 hours at $2.02_______.__.________ $3, 602 


2. Indirect expense: 
Fairchild costs: 


EE... .-.inness one <doee aeons $3, 583 
me SNS EES ee See oo 88 
hs SS a eee 2 te ae 8, 201 
NOUN SS io Sr Ss escag 346 
Engineering - Se a ag ek re 1, 667 
General and administration.______.__ _- 856 

ewe. chr Sie ts Ait ie Saka: 14, 741 


Based on Willow Run costs, in excess of 75 
percent of overhead and indirect costs is 
payroll and charges related to payroll such 
as social security, compensation insurance, em- 
ployee benefits, etc. Assume 75 percent. 


ve percdas wr Sie FON. SULLA de se ciewecil $11, 056 
Increase based on difference in direct labor rate is 101 percent 
(See 1 above) $11,056X201 percent=_______.___._____- .. 82) 222 
Indirect expense other than payroll is 
$14,741—$11,056= ______ = % dp a liebe ieiesaes,, 
Increase: Assume 40 percent (index shown on p. 451- 30 vol. 5 of 
transcript shows 44 percent) 140 percent of $3,685=___.____-- 5, 159 
3. Material: 
enneeehs ~ Dre ee ree ee nn $851 
Increase: 40 percent (see "2 abov e) 140 percent lt ai, 1, 191 
Total revised cost before adjustment for weight__...___..-- 32, 174 
4. Adjustment for weight: 
Airframe weight of C—82__________-_ ..---pounds_. 21, 021 
Airframe weight of C-119__..._.__.__-- a WS 
eR Ss 22256 35 ee ori ee mo casio Ee 
Percent increase _ _ __ te sbeereimet a wll o's aac eee 36 


Assume that all the direct labor, and moana; and 70 snails of 
the indirect costs are increased proportionately by the addi- 
tional weight: 


Direct labor, $3,602 times 36 percent__...-...------- mg 
Material, $1,191 times 36 percent___......-..----.-+-.-- 429 
Indirect costs, payroll... .........-....- ape $22, 222 
Indirect costs, other__-----_- sew bebk al xe a 5, 159 
27, 381 
70 percent _-__-_-_-- in ctisaeine aw aetend. ada cuts T FG, 267 
$13,690 times 36 percent - -- - ; akekideikcmcden 6, 900 
Total increased cost account of —-- sciuig din! haan tales 8, 626 
cy ee eerie: es Riedipatdiliac elie 40, 800 
5. Profit: $1,109/$17,567=$40,800, 6.3 percent__..........-----...-- 2, 570 
Total_ Baa ee Se eee 
Average cost per plane imadetnes eae on stl ai 4, 337 


waite 
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TaBLEe 3.—Cost of lot No. 1, 14 C-119 airplanes, Kaiser Manufacturing Corp. 
(See attached sheet for source of figures and methods of calculation used in this table) 


[All amounts are in thousands of dollars] 


Amount 


Recurring costs: ! 
Production material... .- ended a ee $1, 486 
Direct labor : ' himpeadienon . 3, 859 
Factory burden -_--. a , ‘ . - 10, 556 
Engineering expense ‘ bso ‘ " | 1,852 
General and administrative expense ; wale deh bdiee< 865 | 
Home office expense ; . qh oyoaustinda ; 243 
Portable tools and equipment 7 . 127 | 
Subcontractors cost | | 


Subtotal, recurring costs 
Nonrecurring costs as of Nov. 30, 1952: 2 
Plant rearrangement 
Partial occupancy costs 
Project tooling 


Subtotal, nonrecurring costs li ne ond 


Preproduction expense for first 39 planes through Oct 31, 19523 
Burden > : 4 
Administrative ‘ nihil 
Home office expense ; ; < ‘ 
Portable tools and equipment : . . : 1, 052 


Subtotal, preproduction expense (39 planes) 18, 62 3 
Subtotal, preproduction expense (14 planes) (Ho of $18,623). _... | 6, 692 | 
Priming parts (cost to Government)*.._- | 1, 633 | 
Fee (less spares) 





Total cost e 


Alternate if all preproduction expense is applied to first 14 airplanes 


COST OF FIRST 14 AIRPLANES 


First 14 airplanes out factory, Nov. 12, 1952; first 14 airplanes delivered, Dec. 31, 1952. The first 14 air- 
planes would have been delivered by Nov. 30, 1952, but the last ones were held at the hangar because of 
the wing problem at Whirlpool. 


1 Recurring costs, source, comparative report of costs of C-119 airplanes for periods Dec. 30, 1950, through 
Apr. 30, 1953. Prepared by Sidney Solomon, AF resident auditor at Willow Run, placed in the record at 
2 Nonrecurring costs, source, K MC cost records as of Nov. 30, 1952. 

* Preproduction costs, same as 1 above, column paotet as of Oct. 31, 1952, which is the closest date shown 
to the completion of the 14 airplanes. There are 2 alternate methods ‘shown of distributing the preprodue- 
tion a to individual airplanes 
. Based on charting all production expense through Oct. 31, 1952, to the number of equivalent air- 
planes (39) completed as of Oct. 31, 1952 
2. Based on charging all such production expense to the first 14 airplanes. 

Fairchild did not have preproduction expense of the kind incurred by KMC since it was an established 
aircraft concern at the time it started producing the C-82. The total amount of preproduction expense 
charged by Fairchild to the first 10 C-82’s was $345,798. Therefore, it is believed that the first method used 
is much more equitable for the purposes of comparison. Even this method charges a great deal more of 
preproduction expense to the first 14 planes ($6,692,000) than Fairchild had to incur for its first 10 C-82’s 

‘ Priming parts, source, table prepared by M. F, Mautner, supervisory auditor, eastern district head- 
quarters, Auditor General, USAF (Tr., pp. 292-293). 


ApPENDIx I 


There follow below representative documents which contain statements by 
Kaiser-Frazer officials to officials of the Air Force concerning the difficulties being 
encountered by Kaiser-Frazer in utilizing the technical assistance data being 
furnished by Fairchild, 

The documents appear below in chronological order. They consist of: 

(a) Letters from NWaiser-Frazer to Air Force officials, some of them proposing 
specific methods for solving difficulties arising in utilizing the Fairchild data, and 
bearing the signature of an Air Force official approving the methods proposed. 

(6) Memoranda of conferences attended by representatives of the Air Force, 
Fairchild, and Kaiser-Frazer, or by representatives of the Air Force and Kaiser- 
Frazer, relating to the difficulties being encountered in using the Fairchild data. 
Copies of these memoranda were furnished to resident Air Force officials at 
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Willow Run and Hagerstown and, in many cases, copies were also furnished to We & 
officials of Fairchild. tole 
(c) Memoranda prepared by Air Force officials relating to difficulties being of revist 
encountered by Kaiser-Frazer in utilizing the Fairchild data, copies of which ; weer 
were either furnished to Kaiser-Frazer at the time or which have since been ; heres 
incorporated in the record of these hearings. ; disallow 
i entail p 
INDEX OF DOCUMENTS ; If thi 
: letter. 
(1) Letter dated February 16, 1951, from John Hallett (K-F) to William G. q 
Cruikshank, captain, USAF, acting AF resident officer in charge at Willow Run. i 
(2) Memorandum of conference held at Willow Run on March 22, 1951, at- i Appr 
tended by representatives of Kaiser-Frazer and Fairchild. 
(3) Memorandum of conference held April 18, 1951, at Willow Run attended ; 
by representatives of Kaiser-Frazer and Fairchild. ; 
(4) Memorandum of conference held May 21, 1951, at Willow Run, attended ; 
by representatives of Kaiser-Frazer and Air Force. } 
(5) Memorandum dated May 25, 1951, from 8. F. Patyrak (K—F) to AF plant 
representative at Willow Run. } 
(6) Memorandum of conference held at Hagerstown on May 25, 1951, attended To: M 
by representatives of Air Force, Kaiser-Frazer and Fairchild. From: 
(7) Memorandum dated May 28, 1951, from John Hallett (K-F) to AF plant Time: 
representative at Willow Run, Place: 
(8) Memorandum dated August 10, 1951, from S. F. Patyrak (K—F) to AF j Fr 
plant representative at Willow Run. ; Person 
(9) Memorandum of conference held August 20, 1951, attended by repre- j Ac 
sentatives of Air Force, Kaiser-Frazer, and Fairchild. K 
(10) Memorandum of conference held at Hagerstown December 21, 1951, at- K 
tended by representatives of Air Force, Kaiser-Frazer, and Fairchild. K 
(11) Memorandum dated January 2, 1952, from T. A. Bedford (K-—F) to Air i K 
Force plant representative at Willow Run. ; Foll 
(12) Memorandum dated February 7, 1952, from T. A. Bedford (K-—F) to 
Air Force plant representative at Willow Run. 
(13) Extract from memorandum dated February 14, 1952, from John Hallett 
(K-F) to Air Force plant representative at Willow Run (the full text of this To 
memorandum is attached to document No. 17 placed in the record by the com- and tc 
mittee’s staff at p. 405-3 of the transcript). by bot 
(14) Extract from report dated February 25, 1952, from Sidney C. Solomon, 
USAF resident auditor at Willow Run to Auditor General, USAF (the complete 
report appears at pp. 346-59 of the transcript, and the extract appears at 357 of 1. An 
the transcript). It 1 
(15) Extract from Air Foree memorandum of telephone conversation on May 5, : be ha 
1952, between General Bradley and Edgar Kaiser, introduced into the record of ; amen 
the hearings at page 405-2. Kaise 
(16) Extract from letter dated December 18, 1952, from Edgar Kaiser to com- contr: 
manding general, Air Materiel Command, appearing in the transcript at page 536. uF 
(17) Extract from memorandum dated January 12, 1953, from S. A. Girard %. 
(K-F) to Air Force plant representative at Willow Run (the full text of this Mr 
memorandum appears at pp. 385-394 of the transcript). becon 
3. Te 
Frepruary 16, 1951. M1 
Subject: Discrepancies in Fairchild-furnished bill of material. of th 
To: William G. Cruikshank, Captain, USAF, Acting AF Resident, Officer in a 
charge, Kaiser-Frazer Corp., Willow Run, Mich. oe 
We are in the process of ordering parts for the first block of 22 C-119 cargo wee 
planes and acquiring raw matcrials for the fabrication of 64. The only bill of landi 
material which we have available is the one furnished to us by the Fairchild , 
Aircraft Division of the Fairchild Engine & Airplane Corp. : 4. St 
On checking this bill of material in connection with the placing of orders, we M: 
have been advised by the vendors that there are discrepancies in such bill of 4 that, 
material and that it is not entirely up to date. If, therefore, we are to proceed : or se 
with the placing of orders, there is a possibility that we will acquire materials that the 1 
will later be found to be obsolete. On the other hand, the proposed schedules for (a) 4 
the manufacture of the first cargo planes will be jeopardized if we await the receipt (c) ] 
of a fully corrected bill of material from Fairchild. M 
that 





d to 
eing 


hich 
een 


1 G. 
tun. 
at- 
ided 
ded 
lant 
ded 
lant 
AF 


pre- 


at- 


AIRCRAFT PROCUREMENT 473 


We are presently calling any discrepancies to the attention of Fairchild, ob- 
taining corrections as rapidly as possible and correcting purchase orders in the light 
of revisions in the bill.of materials. 

In view of the foregoing, we recommend that we proceed to place orders on the 
basis of the bill of material which we now have, upon the understanding that no 
disallowances will be made in costs by virtue of the fact that this procedure may 
entail purchasing material which later cannot be used in the plane. 

If this meets with vour approval, kindly indicate on the attached copy of this 
letter. 

(Signed) Joun Haw.ert, 
Executive Vice President and General Manager. 
Approved: 
(Signed) W.G. CruiksHANK, 
Captain, USAF, Acting Resident AF Officer in Charge, United States 
Army Air Force. 
(Signed) Wm. SHELDON, 
Contracting Officer, United States Army Air Force. 


To: Mr. Edgar F. Kaiser, Mr. John Hallett, Mr. 8. A. Girard. 

From: H. V. Lindbergh. 

Time: 10 a. m. to 6 p. m., March 22, 1951. 

Place: Mr. Hallett’s and Mr. Girard’s office, administration building, Kaiser- 
Frazer Corp., Willow Run, Mich. 

Persons present: Mr. Paul J. Frizzell, Fairchild; Mr. W. L. Landers, Fairchild; 
Admiral Sallada, Fairchild; Mr. A. D. Jairett, Fairchild; Mr. John Hallett, 
Keaiser-Frazer; Mr. H. V. Lindbergh, Kaiser-Frazer; Mr. Harvey Smith, 
Kaiser-Frazer; Mr. O. E. Johnson, Kaiser-Frazer; Mr. L. 8. MacKay, 
Kaiser-Frazer; Mr. Ralph Isbrandt, Kaiser-Frazer; Mr. Harvey Anschuetz, 
Kaiser-Frazer. 

Following are notes of a meeting held at Willow Run on March 22, 1951, 


PURPOSE OF MEETING 


To discuss matters of a general and specific nature as submitted by Mr. Landers 
and to exchange data on the progress of the C-119 program and the operations 
by both parties thereunder. 

GENERAL 


1. Amendments to the technical-assistance agreement 


It was agreed that amendments to the technical-assistance agreement would 
be handled in the form of supplements. If Fairchild proposes a change or 
amendment to the agreement, it will draft a letter which will be submitted to 
Kaiser-Frazer and any agreement between the parties (as an amendment to the 
contract) will become a supplement to the master agreerm ent. 


2. “Restricted’”’ category for technical-assistance agreement 


Mr. Landers expressed the desire to have the technical-assistance agreement 
become a restricted document. This will be discussed with Wright Field. 


38. Technical assistance and other data on aircraft changes beyond ship 10450 


Mr. Landers pointed out that Kaiser-Frazer would receive from Fairchild all 
of the data that Kaiser-Frezer will need in connection with master-control record 
changes. beyond ship 10450. There are some 53 MCR’s listed as of this date 
which Kaiser-Frazer must incorporate in its first airplane (MCR’s through 
No. 315). Mr. Landers indicated that on the main items, the dates for receiving 
such information would be as follows: R-3350 engine cowling, April 15; hydraulic 
landing gear, April 15; R-3350 engine installation, May 15. 


4. Stop orders 


Mr. Landers indicated that Fairchild would continue to issue stop orders and 
that, upon receipt of such an order, Kaiser-Frazer should stop work on that part 
or section of the aircraft affected by the stop order. Following the stop order, 
the new information would be supplied by Fairchild in the following sequence: 
(a) An AMR (advance material release); (b) an advanced engineering release; 
(c) production engineering release. 

Mr. Landers suggested that the technical-assistance agreement be amended so 
that provision is made for the procedure on stop orders. 
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5. Indexing schedule 


A discussion was held on the indexing schedule which had been furnished by 
Mr. Landers to Mr. Smith. The discussion brought out the reasons why Kaiser- 
Frazer might deviate from the master indexing schedule as originally submitted 
by Fairchild—among which reasons were such items as geography, local labor 
conditions, management personalities, equipment, and facilities at Willow Run, 
etc. 


6. The Omaha package and preliminary prints 


A discussion was held at which time it was pointed out that because engineering 
drawings of an up-to-date nature are flowing into Willow Run, the Kaiser-Frazer 
engineering department will attempt to pull in all of the preliminary drawings 
and data which have been distributed from the Omaha mobilization package and 
replace the preliminary information with the later data—this procedure to be 
accomplished starting Monday, March 26, 1951. In the discussion it was pointed 
out that insofar as total number of drawings is concerned, there are some 4,600 
that will remain valid and intact even though they are not recent in origin; and 
there are some 4,600 drawings which will be distributed reflecting the engineering 
data between ships Nos. 406 and 450; and there are some 700 drawings involved 
in the MCR changes to date beyond ship 10450. 


7. Fairchild personnel to Willow Run 


Mr. Lindbergh brought up the point that certain department heads at Willow 
Run would like to have Fairchild personnel at Willow Run in advance of the June 
date specified by the technical-assistance agreement. This was taken under 
advisement and will be discussed further by Messrs. Frizzell, Landers, and Lind- 
bergh at Hagerstown after the department heads at Willow Run have furnished 
a schedule of their wishes to Mr. Lindbergh. 


8. Long-wing airplane masters 


Mr. Landers pointed out that Fairchild is going to build a prototype only on 
the long-wing airplane and he wished to have it known that no masters would be 
constructed. 


9. Subcontracting policy 


Mr. Landers inquired as to the Kaiser-Frazer policy on subcontracting. This 
was explained by Mr. Harvey Smith who reviewed the reasons behind the selection 
of the subcontractors and their die vendors. It was pointed out that location, 
and organization, and relationship of one part of the aircraft to another, were 
some of the factors involved in the selection of Kaiser-Frazer subcontractors. 


10. Purchasing problems * * * 22 ships and beyond 


Mr. MacKay called attention to a problem of procurement of the purchased 
parts for the first 22 aircraft to be built by Kaiser-Frazer. He had had previous 
assurance that the purchased parts for the first 22 aircraft could be ped by 
Fairchild’s vendors, and he had just received a letter to the effect that this would 
not be possible. Mr. Landers and Mr. Frizzell agreed to look into this matter 
in the next few days and a further meeting is scheduled at Hagerstown for Tues- 
day, March 27, 1951, at which time a decision on 22 ship-sets worth of purchased 
parts and a decision on the long-range procurement involving sources in three 
categories (A, B, and C) will be reached. 


11. Stop order on Air Associates valves 


Mr. Landers issued a verbal stop order.to Mr. Ralph Isbrandt on the use of 
Air Associates, Inc., valves. 


12. Personnel training at Hagerstown 


Mr. Lindbergh pointed out that the training courses are beginning to take effect 
and that the aber of people under training is increasing. He also pointed out 
the categories of visitors to Hagerstown are forming a pattern into these categories: 
(a) Trainees (foremen and general foremen 3 to 20 days). 
(b) Subcontractors and vendors and die men. 
(c) Other Kaiser-Frazer visitors (1 to 3 days for general observation or 
specific information compilation). 
(d) Resident representatives. 
He also pointed out to Mr. Landers that the visitors provided for in the technical 
assistance agreement totaled approximately 70 during March and during April 
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and that on any | day at present, only 20 to 25 visitors are at Hagerstown. Mr. 
Landers commented on the difference between trainees and other visitors * * * 
and pointed out the problems at Fairchild occasioned by visitors tying up super- 
vision. Insofar as trainees is concerned, Mr. Landers stated that they were of 
no problem to Fairchild and almost any number would be satisfactory. 


18. Visitors from Kaiser-Frazer to Fairchild 


Mr. Landers requested, and the Kaiser-Frazer men present agreed to give, 
1 week’s notice prior to visits from Willow Run to Hagerstown. 


14. Control master schedule 

Mr. Landers indicated that he had requested a control master schedule from 
Kaiser-Frazer and rec 
would be available. ( 


uested a date from Willow Run as to when this schedule 
Will Mr. Harvey Smith please note.) 
15. Shop master control points 

Mr. Landers stated that he had talked to Major Barclay at Wright Field in 
connection with the revision to exhibit D of the technical-assistance agreement 
that had been previously requested by the Air Force. The Air Force had 
previously requested a nomenclature or brief word description of the parts 
controlled by shop masters to correspond with the part numbers in exhibit D. 
Mr. Landers indicated that Major Barclay was agreeable to receiving this infor- 
mation as running or continuing data from time to time as these shop master 
points were determined by both Kaiser-Frazer and Fairchild. Mr. Lindbergh 
pointed out that the technical-assistance agreement had been approved by the 
Air Force subject to receiving the enlarged exhibit D and that this stipulation 
must be clarified to conform to Mr. Landers’ understanding. 


16. EAl’s (engineering advance information) 


Mr. Landers stated that he had also talked to Major Barclay about EAI’s and 
had agreed that Kaiser-Frazer would receive enginearing information on ship 
10450 plus the MCR data as requested to this date by the Air Force, plus engineer- 
ing data on new MCR’s that might be requested before Kaiser-Frazer produces 
its first ship. Beyond this any new EAI’s sent to Kaiser-Frazer would be those 
of a major nature only. 


17. Omaha mobilization package 


Mr. Landers pointed out that information is being compiled and will be sent 
to Willow Run which will bring the Omaha package up to date through ship 
10449. He stated that it is Fairchild’s wish that this information be inserted in 
the Omaha package together with the information that is being supplied on the 
MCR’s beyond ship 10450, so that the Omaha package will contain data corre- 
sponding to the No. 1 airplane produced by Kaiser-Frazer. It is Fairchild’s wish 
that this Omaha package be kept intact, ready for shipment to another location, 
at some indefinite time in the future. 


18. Admiral Sallada 


Mr. Frizzell acquainted Mr. Hallett with the fact that Admiral Sallada had 
been employed by the Fairchild Engine & Airplane Corp. and it is Fairchild’s 
wish that the admiral be stationed at Willow Run starting next week. Admiral 
Sallada will have duties similar to Mr. Paul J. Frizzell, who will remain at Hagers- 
toWn, Md:,‘and Washington, D. C. 


19. General 


Mr. Harvey Smith assured Mr. Landers that Kaiser-Frazer is starting its 
program, using the data transmitted by Fairchild and using the same breakdown 
of the airplane and the same control points, etc., at the start of the program. He 

ointed out that certain modifications have and will become necessary in the 
Villow Run and the Willow Run subcontractor’s operations in order to take the 
greatest advantage of the facilities and organization and other local conditions 
at these locations. Mr. Smith also pointed out that the Fairchild indexing schedule 
was being followed up to a certain point, but that modifications based upon 
local Willow Run conditions would be made to enable Kaiser-Frazer to meet, and 
beat, if possible, the schedules as furnished by the Air Force. 
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To: Mr. Edgar F. Kaiser 
Mr. John Hallett 
Mr. 8. A, Girard 
From: H. V. Lindbergh 
Time: Wednesday, April 18, 1951, 1 p. m. to 6 p. m. 
Place: Mr. S. A. Girard’s office, Administration Building, Kaiser-Frazer Corp,, 
Willow Run, Mich. 
Persons present: Mr. Paul J. Frizzell, Fairchila 
Adm. H. B. Sallara, Fairchild 
Mr. W. L. Landers, Fairchild 
Mr. A. D. Jairett, Fairchild 
Mr. John Hallett, Kaiser-Frazer 
Mr. 8. A. Girard, Kaiser-Frazer 
Mr. H. V. Lindbergh, Kaiser-Frazer 
Mr. Harvey Smith, Kaiser-Frazer 
Mr. Ralph Isbrandt, Kaiser-Frazer. 
Following are notes of a meeting held at Willow Run on Wednesday, April 18, 
1951, with Fairchild and Kaiser-Frazer personnel, on matters concerning the 
C-—119 program. 
PURPOSE OF MEETING 


To review problems of mutual interest in connection with the C-119 program. 
GENERAL 


1. Mr. Harvey Smith presented typical spread sheets on which Kaiser-Frazer 
personnel is tabulating all of the C-119 part numbers together with pertinent 
information, such as whether or not Kaiser-Frazer has engineering Jancings: 
tool design drawings, work orders, spread sheets, ete., in connection with each 
pare. It is estimated that these spread sheets will number about 100 part num- 
ers on each sheet—and the purpose of the sheets is to point out problems that 
exist in connection with each part. 

It was decided that following the estimated completion date of the 400 spread 
sheets, next Wednesday, April 25, Mr. Smith would send to Hagerstown approxi- 
mately 15 men (representatives of Kaiser-Frazer, its subcontractors, die and 
fixture shops, etc.) for the purpose of working with the Fairchild personnel to 
exactly define or answer the questions represented by the problems on the spread 
sheets. Included in the aforementioned visitors would be photographers and 
sketch men. 

2. With reference to the major assemblies, subassemblies and detail parts for 
i4 equivalent aircraft which will be furnished to Kaiser-Frazer under the technical 
assistance agreement, it was decided the inspection logs and packing lists on these 
shipments would be sent from Hagerstown to Harvey Smith at Willow Run, and 
to individuals that will be specified at each of the three major subcontractors’ 
plants. Mr. Smith and Mr. Isbrandt are to coordinate this procedure and 
furnish Mr. Lindbergh with the specific names and exact procedure. Mr. Landers 
pointed out the importance of receiving and keeping the inspeciton logs intact 
at all times in connection with these aircraft parts. 

3. Detail parts: A discussion was held on the 9 ship-sets worth of detail parts 
which constitute a portion of the 14 equivalent aircraft to be furnished by Fair- 
child to Kaiser-Frazer under the technical assistance agreement. On detail 
parts, it was decided that enough parts to construct 2 complete airplanes (minus, 
of course, the GFP and certain other items which are excluded by letter amend- 
ment to the contract) will be shipped during April to Kaiser-Frazer. The ship- 
ment of these two airplanes worth of parts will be broken into four packages—and 
will be routed to Willow Rur. Greenville, St. Joseph, and Detroit in accordance 
with a schedule previously furnished to Fairchild by Kaiser-Frazer. 

It was also decided that the 7 ship-sets worth of detail parts scheduled under 
the contract for May and June delivery would also be shipped in 4 packages, 
broken down between Willow Run and the 3 locations of Kaiser-Frazer’s sub- 
contractors, in accordance with the schedule previously furnished by Mr. Smith, 
which describes the items to be furnished by each subcontractor and by Willow 
Run, respectively. 

4. Description of major components, subassemblies and detail parts: It was 
decided that no additional descriptions of the items making up the 14 equivalent 
aircraft to be furnished by Fairchild to Kaiser-Frazier, would be requested of 
Fairchild. It was pointed out that the assembly parts list and the inspection 
signoff logs would provide these descriptions. 
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It was also decided that shipment of these 14 equivalent aircraft would be 
made as per Mr. Harvey Smith’s letter wherein it is specified as to the parts 
which will be sent to the Willow Run plant and other plants of the three major 
subcontractors. 

5. Control masters: The procedure as respects control masters was reviewed 
and it was pointed out that Kaiser-Frazer would furnish a schedule of its require- 
ments for receiving and using Fairchild control masters—and Kaiser-Frazer’s 
schedule would be reviewed and coordinated by Fairchild and a program de- 
veloped by mutual agreement which would handle this matter. It is anticipated 
that these tooling control masters will be shipped from Hagerstown to Willow Run 
accompanied by Fairchild’s inspector and after used at Willow Run to check with 
Kaiser-Frazer’s shop masters and jigs and fixtures, the Fairchild control masters 
will be returned to Hagerstown. 

6. Tooling and shop templates: It was decided that the duplicating or com- 
pounding of tooling templates would be handled by Kaiser-Frazer in a manner 
specified by Mr. Harvey Smith. Mr. Smith has plans whereby tool or fixture 
builders, such as Federal engineering would duplicate the individual templates 
furnished from Hagerstown to Willow Run to Federal, and would supply Willow 
Run with duplicates of the templates as required. 

7. Amendment No. 2 to the technical assistance agreement: Mr. Lindbergh 
requested an explanation by Mr. Landers of the amendment 2 to the technical 
assistance agreement which has been proposed by Fairchild and which provides a 
listing of items which Fairchild wishes to exclude from the 14 equivalent aircraft 
to be furnished to Kaiser-Frazer by Fairchild. 

Mr. Landers reviewed the list of items attached to the letter amendment 2 and 
stated that all of the items were excluded because they were items which would 
not be incorporated in the first Kaiser-Frazer aircraft. For example, the list 
includes parts for the current electrical-actuated landing gear and the current 
R-4360 engine * * * whereas, the first Kaiser-Frazer aircraft will have a hydrau- 
lically actuated landing gear and R-3350 engines. 

8. General operations: A discussion was held as to the operations in general be- 
tween Willow Run and Hagerstown and covered such points as visitors, personnel, 
trainees, correspondence, etc. Specific points were covered and agreed to which 
will insure that a streamlined, rapid, and efficient means of continuing the exchange 
of information and data between Hagerstown and Willow Run will be in effect at 
all times. 

INTEROFFICE CORRESPONDENCE 
May 22, 1951. 
To: See below. 
From: 8. F. Patyrak. 
Subject: Minutes of meeting May 21, 1951, 


IN ATTENDANCE 


For K-F: For Air Force: 
Messrs. John Hallett, M. Miller, Maj. C. F. Barclay, Maj. Ray C. 
8S. Girard, H. V. Lindbergh, Ulrey, Capt. F. P. Bretney, Lt. 
S. F. Patyrak, Keith Covelle. G. G. Whipple, Paul Pate. 
Review of outstanding MCR’s in connection with the C-119 program 

The outstanding MCR’s were reviewed as to status and relative priority of 
incorporation in the first airplane to be built Willow Run. Lieutenant Whipple 
informed that revised specification R-110-O000I dated May 4, 1951, is to be 
included in letter of contract by amendment. This specification includes all out- 
standing MCR’s which are to be incorporated into the first production K-F 
airplane. Lieutenant Whipple further indicated that there would be a few addi- 
tional MCR’s over and beyond this specification which will be mandatory on the 
first airplane. Such MCR’s will be included upon notification to K—F through 
letter of contract amendment or CCN. 

The matter of the general status of the MCR’s under the specification of 
May 4 was discussed and it was pointed out that some of the MCR’s are in the 
process of design, others have been approved by Fairchild and as yet have not 
been approved by Wright Field, and on the remainder, design and approvals 
have been obtained from Fairchild and Wright Field. The problem of procure- 
ment of production material and tooling was brought up insofar as incorporation 
of such unprocessed MCR’s are concerned. After discussion, Major Barclay 
stated that in the interest of expediting the program, K-—F is to proceed and com- 
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mit for tooling and material in such instances on advanced information and 
advanced design drawings. He further suggested that for contractual coverage 
a letter should be forwarded to the contracting officer, Captain Bretney, indicating 
such procedure and Captain Bretney stated that he would approve the propose 
procurement of tools and materials on advanced drawings. 


Coordination of 14 equivalent ships worth of parts with the MCR’s as set forth in 
specification R—110-000I dated May 4, 1951 


K-F pointed out that since the 14 units, in many instances, will be shipped 
ahead of the effectivity of some of the MCR’s in the basic specification, such 
material will not be of a configuration as required for delivery of the first airplane 
by K-—F to the Air Forces. Major Barclay suggested that it would be desirable 
for K—F to obtain an understanding with Fairchild to furnish, wherever possible, 
modification kits for these units after they have been delivered in order to in- 
corporate the MCR’s. He further indicated that the original intent of the agree- 
ment with regard to the technical assistance agreement was that Fairchild was to 
furnish complete airplanes and as nearly up to specification as possible. 

It was further understood that on certain MCR’s it may not be practical to effect 
the MCR in the 14 sets of parts from Fairchiid and in sueh cases K-F will request 
a deviation in effectivity. 


Acceptance of technical data from Fairchild under the technical assistance agreement 


Mr. Miller requested clarification as to what records and what information the 
Air Force would require with regard to verification of acceptance of technical 
data under the agreement with Fairchild. Major Barclay stated that the Air 
Force will depend upon the information furnished by Fairchild and screened by 
the contracting officer at Fairchild for verification of what was shipped to K-F. 
This will particularly apply to tangible and specific items such as blueprints, 
reports, parts, etc. Where intangible items are being furnished, the contracting 
officer at Fairchild likewise will verify the rendering of such services to K-—F. 
Thus, it appears that K—F will not be required to maintain detailed and compre- 
hensive records to verify the receipt of technical assistance data or services under 
the agreement between Fairchild and K-—F. 

Mobile training unit for the C-119F airplane 

K-F requested whether it would be possible to obtain a mobile training unit 
in connection with preproduction training of K—F personnel. Lieutenant.Whipple 
stated that there is a very urgent need for all such units that are currently being 
provided for the C-119C airplane. However, it appeared that it might be possi- 
ble to avail K—F of such a unit, which would be the second one built for the 
C-119F model. 


Industrial mobilization planning data 


All information supplied by USAF to K-—F from industrial mobilization planning 
file shall become a part of engineering data and manufacturing data, along with 
such data as will be received from Fairehild under the technical assistance agree- 
ment. No separate file shall be maintained. A letter confirming the above 
agreement reached with Captain Packard of USAF is to be written by K—F to 
USAF through contracting officer. 

Results of meeting 

(a) The Air Force will forward a revised specification to K—F by means of a 
letter of contract amendment. 

(6) K-F is to forward and obtain approval from the contracting officer at 
Willow Run (Captain Bretney) a letter of understanding with regard to proceed- 
ing with commitment of tooling and material on the basis of advance engineering 
data. 

(c) K-F is to obtain agreement from Fairchild with regard to furnishing of 
modification kits for ineorporation of MCR’s on the first 14 units so as the first 
airplanes being delivered from Willow Run will be in accordance with the specifi- 
cation of May 4. 

(d) K-F will not be required to be responsible for maintenance of records other 
than what normally is performed in the course of usual business in connectiou 
with acceptance of technical data from Fairchild. 

(e) Air Force will attempt to obtain a mobile training unit in connection with 
the C-119F airplane. 

(f) K-F to forward letter to USAF on subject of industrial mobilization plan- 
ning data. 
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Copies to: Maj. Ray C. Ulrey, Capt. F. P. Bretney, Keith Covelle, E. M. Craig, 
Earl Gilman, Steve Girard, J. F. Greenwald, 8. H. Hailey (3), John Hallett, C. M. 
Hollis, R. H. Isbrandt (6), O. E. Johnson, H. V. Lindbergh (3), R. J. Jespersen, 
L. 8. MacKay, M. Miller, W. T. Nillson, E. R. Ordway, J. F. Reis, C. W. Rodgers, 
G. A. Rogers, H. R. Smith (4), C. Snowden, John Tacke, W. D. Whiteman. 





May 25, 1951. 


Subject: Request for authorization of procurement of production material and 
tooling from advanced design drawings covering unprocessed MCR’s in spec- 
ification R-100—000I dated May 4, 1951. 

To: AF plant representative, Kaiser-Frazer Corp., Willow Run, Mich. 

(Attention: Capt. F. P. Bretney.) 

In accordance with discussions and agreement with Maj. F. C. Barclay at 
meeting May 21, we are requesting authorization to proceed with procurement of 
production material and tooling from advanced design drawings which cover 
unprocessed MCR’s, which MCR’s are listed in specification R-100—000I dated 
May 4 and will be made part of supply contract AF 33 (038)—18481. 

It. is our understanding that the majority of MCR’s as listed in specification 
R-100-000I dated May 4 have been processed and have been approved by AMC 
Wright Field. However, there are a few MCR’s which have not been completely 
processed and in those cases, unless the contractor is authorized to proceed on 
the basis of preliminary and advanced engineering drawings and data, the delivery 
schedules for the C-119F airplane as set forth in contract No. AF 33 (038)—18481 
may be adversely affected. 

It is also our understanding that such unprocessed MCR’s are few in number 
and in relation to the overall monetary cvnsideration of the supply contract, the 
cost factor for such unprocessed MCR’s is very small. However, they do affect 
the entire program and the overall cost consideration. Major Barclay recom- 
mended that K—F proceed with tooling and procurement of production materials 
on such unprocessed MCR’s on the basis of using preliminary engineering data. 

This procedure was recommended by Major Barclay in order not to delay the 
delivery of C-119 airplanes as set forth in schedule in the letter to AF plant 
representative, subject: request for authorization of procurement of production 
material and tooling from advanced design drawings covering unprocessed MCR’s 
in specification R-100—-000I dated May 4, 1951. 

Supply contract. It is our understanding that the costs incurred in the pro- 
curement of tooling and production material in those instances will be reimbursed 
under the existing letter contract No. AF 33 (038)—-18481. 

May we have your approval in this matter. 

For Kaiser-Frazer Corp.: 

S. F. Paryrakx, Contract Administrator. 
Approved: 
F. P. Bretney, 
Captain, USAF, Contracting Officer. 


ec: Messrs. E. M. Craig, Earl Gilman, C. M. Hollis, R. H. Isbrandt, R. J. 
Jespersen, O. E. Johnson, E. R. Ordway, L. 8. MacKay, J. F. Reis, H. R. Smith, 
J. Hallett, 8. A. Girard, M. Miller, D. Hammond, W. T. Nilsson, J. F. Greenwald. 


May 29, 1951. 

To: Messrs. Edgar F. Kaiser, John Hallett, 8. A. Girard. 

From: H. V. Landbergh. 

Persons present: Lt. Col. 8. E. Cleveland, USAF, Hagerstown; Maj. Charles F. 
Barclay, USAF, Wright Field; Lt. G. G. Whipple, USAF, Wright Field; Mr. 
Leland B. Firman, USAF, Hagerstown; Mr. R. W. Kellhofer, FAD, Hagers- 
town; Mr. L. Fahnestock, FAD, Hagerstown; Mr. Ralph Isbrandt, K-F, Willow 
Run, Mr. H. V. Lindbergh, K-F, Hagerstown. 

Place of meeting: Lt. Col. 5. E. Cleveland’s office, Plant No. 4, Fairchild Aircraft, 
Hagerstown, Md. 

Time of meeting: 2 p. m. on Friday, May 25, 1951. 

Following are notes of a meeting at Hagerstown on May 25, 1951: 


PURPOSE OF MEETING 


To review and discuss MCR’s and other engineering data in connection with 
the C-119F aircraft that Kaiser-Frazer is to build at Willow Run. 

1. Lieutenant Whipple pointed out that specification No. R110—000I dated 
May 4, 1951, would be released immediately as the official specification to be 
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used by the Air Force, Kaiser-Frazer, and Fairchild in connection with the first 
Kaiser-Frazer C—119F aircraft. oe oa 

2. Lieutenant Whipple pointed out that MCR 346-2 will be deleted from the 
Kaiser-Frazer specification for the first 14 aircraft. 

3. Lieutenant Whipple pointed out that MCR 300-1 applies to the first 14 
Kaiser-Frazer aircraft only. 

4. Lieutenant Whipple pointed out that MCR 198 is a vendor specification 
item, and this MCR 198 will remain in the Kaiser-Frazer specification. 

5. Lieutenant Whipple pointed out that MCR 315 will not apply to the Kaiser- 
Frazer first aircraft. 

6. Mr. Fahnestock stated that he was agreeable to supplying advanced 
engineering information from Fairchild to Kaiser-Frazer in reproducible form. 

7. It was decided by all concerned that MCR 288 and MCR 337 would be 
released to Kaiser-Frazer on a piecemeal basis so that progress could be made in 
incorporating these MCR’s in Kaiser-Frazer aircraft as soon as possible. 

8. Lieutenant Whipple pointed out that MCR 278 will be coming back into the 
picture very shortly and would probably be required on Kaiser-Frazer aircraft at 
an effectivity point to be established later. 

9. Mr. Fahnestock pointed out that MCR’s 223, 224, and 259 would be com- 
pleted early in the week of May 28 and would be released to Kaiser-Frazer in piece- 
meal fashion and in reproducible form. 

10. A complete run down of all of the MCR’s was made and the dates on which 
information will be available, and the general status of the MCR’s, as discussed 
at the meeting, is reflected on the attached schedule A. 

Norge.—All of the above information in paragraphs 1 through 10 and the in- 
formation on schedule A attached is for general discussion and information pur- 
poses only. None of this information should in any way change or affect the offic- 
ial listings of MCR’s as released to Kaiser-Frazer from time to time by the Air 
Force or Kaiser-Frazer Engineering Division. 


Scupputze A.—MCR status as indicated May 25, 1951 
































] 
Latest 
N |Tentative| estimate | Date 
— Title release | date out | Comment furnished 
= | date of engi- complete 
| neering 
sth Junphinakalye —_ on penitence ceil 
130 | VHF antenna__. St aie a | May 22 meee 30 7.5. Ve ai. Sept. 24, 1951 
193 | Fuselage beams—tie to skin_._.-...-...--- jo 00... May. 26 }.2. <5 ease Linda Feb. 21, 1952 
223 | Landing gear__- sectinsarcenso tactics lecgein AIR satan asl See note 1_.._..... May 1,1952 
224 Bn binhenisteas a<apbesnacanel ae aniscaaenaeaamieueeel On coec'ncngncs] Sa ae 
259 | R-3350 engine _- Sree alibi nits an deta do_............| Jan. 17, 1952 
SOR 1 so 5s a. nnd eth cet dase May 30 |-..----.- .| See note inns edi dba eilatnatieeaditiines 
276 | Sw. pressure sensing-....................- See Ga Seer UF Locke dete hin vadeddid June 13, 1951 
282 | Fuel pressure drop... -..-....-..........--. ae ef eee eee July 12,1951 
SD. 4 IE. 2 wtp nncieonpessbiones | May 25 | May 24 |j....................| Nov. 17, 1051 
287 | Ditehing hatch. ..........................] May 30 |..........| See note 2......._. Dec, 3,1951 
288 | AN/ARC-27 radio___ es ceees staat GEE Aachinoteeuh Piecemeal basis. ..| Nov. 16, 1951 
290 | 3350 ground analysis____.........._....... May 30 |..........| See note 2__._..... Nov. 28, 1951 
291 | Sim. Inst. Fly equipment. Scedaboosnn | CUNNR OO be BOE. cc cumsdanh saehanhl Suite ee 
296 | Elevator control locks. ..............-..... ap istibarsdiiadane wer en | See note 2......... Nov. 28, 1951 
298 | Fuselage side panels. __- sis cenvensedeoedessncutfakessi65..) (UR IIDOS Ou: .WbR sll aes epee 
300-1 | Tail booms, reinforced _................-.- a a ear asl | Released __ ..| Apr. 26, 1951 
Oe BD ee eae pitch alleen ey 00s ey 0 be ak a sen cokes June 11, 1951 
309 | Fuselage prop plane skin___ ececcswcet MER BS [REO DE |. never in iarathsen idl June 13, 1951 
315 | Overhead panel light_............-. stp iuiiienictineataan i al trie dae Not in K-F No, 1.|........-.-.--- 
318 | Gyro instrument adapters................| June 10 | June 10 |___-_..---..--.-...- Oct. 5, 1951 
332 | Rear cargo door hinges Sanne ddalels | June 15 | June 15 | See note 2_.....-.- Sept. 5, 1951 
S38.) Lged OO NIMMBen .. - ipae ene. 4-2 nd os-d- |bageo nue DA OF SDN .<icil duvhe- i etereiin June 26, 1951 
334 | Fuselage rear cargo jacks... -............-- BRON 26 t BEAN OF Levon ncectimecce-paqees Dec. 3, 1951 
345 | Main landing gear_................-.-._.-  neained Lila SMM tn hea eee Jad daegad July 9, 1951 
846-1 | Mod. vert. tail. ...---.22--- 2222222222221. | @) () See note 4... May 6, 1951 
346-2 |....- DO An cededeninthn J cghuciemth <oudde cnmedi June 20 | June 20 |...--. do..........-..| Nov, 24, 1951 
353 | Nose landing gear_-_-..-.........--.--.-- annnngttehe SME It lL. notieneahncmeneeiihes aneninee-< 
278 |_....do eee ae ppnoadabcg set hakccceabadibedte sean | To be reopened . . . Nov. 24, 1951 
337 | AN-ARN-5B glide path recorder ____. ___- Sicha se See note 5__....... Aug. 15, 1951 
225 Hydraulic wing flap actuator. --........._- ae _.|.......---| Parts under test | Dec. 27, 1951 
| May 25. 
i 
! Not applicable. 
NOTES 


. To be released on piecemeal! basis, first part of week of May 28. 

. Proposal ready to send to Wright Field May 25. 

AF approved FAD eee of May 25. 

Not in specifications for ist KF C-119F, but on “‘A”’ priority list. 
. MCR 337 proposal not ready as of May 25. 
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May 28, 1951. 


Subject: Purchase of parts and material, Fairchild cargo plane C~119, supply 
contract AF 33(038)-—18481 

To: AF plant representative, Central Air Procurement District, Kaiser-Frazer 
Corp., Willow Run, Mich. 

Attention: Capt. F. P. Bretney. 

This will supplement the writer’s letter of February 16, 1951, to W. O. Cruick- 
shank, captain, USAF, concerning the purchase of parts and raw materials for 
the first block of 22 and 66 ship-sets respectively. 

Since the date of the above-referenced letter, Kaiser-Frazer with FAD’s 
assistance, has prepared an index schedule, which in turn portrays the manner in 
which Kaiser-Frazer will be required to procure and receive raw material and 
parts consistent with scheduling of the end product. (See exhibit A attached.) 

Insofar as it has been possible to do so, Kaiser-Frazer has essentially completed 
the first buy of 66 ship-sets of raw material and 22 ship-sets of purchased parts 
following the procedure outlined in the letter dated February 16 above. 

By reference to exhibit A, it will be noted that procurement of 96 ship-sets of 
raw must be completed in May and 154 ship-sets of parts completed in June. In 
the interest of getting materials and parts on order as quickly as possible, it is 
intended that we will commence procurement of the above quantities immediately 
upon approval of this letter. 

To accomplish the procurement activity with the least possible delay, Kaiser- 
Frazer has negotiated a new agreement with FAD relative to the use of their 
sources, as set forth in FAD’s letter, reference MD-—434, attached hereto. Accord- 
ingly, we respectfully request permission and approval from the United States 
Air Force to: 

(1) Permit Kaiser-Frazer to follow the same procedure outlined in the writer's 
letter referred to in paragraph 1 above, to apply to the unordered balance of our 
contract requirements on purchased parts and raw material, plus scrap and spares. 

Norr.—It should be noted that the risk of ordering obsolete or noncurrent parts 
under this arrangement is considerably minimized over the risk involved in our 
previous purchasing arrangement, in the following manner: 

(a) Whereas our initial buy was made from the Omaha bill of material, 
the unpurechased balance of our contract requirements will be purchased 
against the bill of material prepared by FAD for ship No. 10450, corrected to 
Kaiser-Frazer engineering parts releases as quickly as they are received by 
our planning department. Approximately 65,000 engineering part releases 
are required for the entire plane, of which approximately 48,000 have been 
processed as of this date. This “correction’’ procedure is now in force and 
we expect it should be completed early July. 

(b) Under the proposed procurement arrangement, Kaiser-Frazer will be 
purchasing the greater majority of parts and material for the entire plane 
from FAD sources, thus giving Kaiser-Frazer orders the benefit of all en- 
gineering information given to such vendors by FAD. 

(2) Be relieved of the requirement providing for competitive bidding on all 
items that FAD restricts use of its sources for quantities less than Kaiser-Frazer’s 
contractual requirements (plus scrap allowance and spares): it being understood 
that K-—F will use diligence in selection of sources, and usual standard practice 
employed in analysing all negotiated prices by K—F purchase analysis department. 

It is further understood ghat K—F will exert its best efforts to include a rede- 
termination provision in all purchase orders placed in this manner. 

(Norse.—For the purpose of clarifying paragraph 2 above, please refer to exhibit 
A which points out the necessity of making immediate commitments. For 
example, in order to provide K—F with its requirements of castings consistent with 
schedule of deliveries shown in exhibit A beyond 66 ship sets, and recognizing the 
essentiality of a 6-month lead time as shown in exhibit C, it is imperative that 
sources for these items be selected at once.) 
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Your immediate consideration and approval of this request will materially aid 


us in providing raw materials and parts for the production of C—119 planes, as 
now scheduled. 


Very truly yours, 


Joun L. Hauer, 
Executive Vice President and General Manager. 
Approved by: 
F. P. Brerney, 
Captain, USAF, Contracting Officer. 
Kaiser-Frazer Corp., Willow Run, Mich. " 
ec: Mr. J. S. Arnold, Capt. F. P. Bretney (2), Mr. S. A. Girard, Mr. J. F. 
Greenwald, Mr. C. M. Hollis, Mr. R. J. Jespersen, Mr. O. E. Johnson (6), Mr. 
E. R. Jones, Mr. L. 8. MacKay (6), Mr. M. Miller, Mr. E. R. Ordway, Mr. J. F. 


Reis, Mr. R. S. Rice, Mr. F. R. Schroeder, Mr. H. R. Smith (3), Mr. J. Tacke, 
Maj. R. C. Ulrey (2). 


KatsER MANUFACTURING CoRP., 
Willow Run, Mich., August 10, 1951. 
Subject: Rework of K-F Tooling Furnished to Subcontractors under Supply 
Contract No. AF 33(038)-—18481 


To: AF Plant Representative, Kaiser Manufacturing Corp., Willow Run, Mich. 
Attention: Capt. F. P. Bretney 


This is to confirm discussions of August 10 regarding certain instances in 
which KMC is furnishing incomplete or improperly constructed tools such as 
assembly fixtures, etc., to its major subcontractors. Because of the inaccuracy 
or lack of engineering information available from Fairchild Aircraft Division 
at the time these tools were built they must, in many cases, be reworked to pro- 
duce satisfactory parts. This initial rework will consist generally of revisions 
in design and construction of the tools, tryout and adaptation, as well as the 
incorporation of such engineering changes as are effective in No. 1 piece where such 
information has not been relayed to our original tooling vendor. 

The purpose of this memorandum is to confirm our understanding that all 
charges for such work are properly reimbursable by the Air Force under the 
Supply Contract. 


For Kaiser Manufacturing Corp: 


8S. F. Paryrak, 
Contract Administrator. 
Approved: 


; F. P. Bretrney, 
Captain USAF, Contracting Officer. 
INTER-OFFICE CORRESPONDENCE 
To: Memorandum for files. 
From: §. F. Patyrak. a 
Subject: Joint meeting of Fairchild Aircraft Division, Kaiser Manufacturing 
Corp., and Air Force representatives, on Thursday, August 9, 1951. 


AvuGust 20, 1951. 


IN ATTENDANCE 
Fairchild: Air Force: 
Paul J. Frizzell Col. F. E, Cleveland 
A. D. Jairett Maj. Wm. H. Dowd 


C. A. Berthiaume L. B. Firman 

KMC: Capt. G. T. Gorman 
L. K. Covelle Col. W. 8. McDuffee 
S. A. Girard Lester J. Marts 
John Hallett Lt. Col. W. F. Nielson 
R. H. Isbrandt Lt. H. W. Smith 
O. E. Johnson Maj. Ray C. Ulrey 
H. V. Lindbergh Lt. G. L. Westlund 


8. F. Patyrak 
H. R. Smith 
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Col. 8. E. Cleveland, Chairman 


Colonel Cleveland opened the meeting by stating that he desired to discuss a 
number of items in connection with the KMC C—119 contract. He further eom- 
mented that he was not attempting to dictate or to interject any policies; however, 
he would like to discuss those items with the understanding that as a result of 
such discussion, they may be considered as suggestions, helpful criticism and aid 
in assistance in the performance of the overall C-119 program. 

Engineering release cards.—Colonel Cleveland inquired of KMC representatives 
why engineering release cards were being prepared for each part and item in the 
airplane and why it was necessary to have this additional paperwork, which 
perhaps might be adversely affecting the program. Mr. Hallett referred the 
matter to Mr. H. R. Smith for preliminary discussion and requested that Mr. 
Isbrandt, the chief engineer, be located so that he might attend the meeting. 
In the interim, Mr. Smith pointed out to the Air Force representatives chat it 
has been the policy of K-F, in its automotive production, to have engineering 
release cards for each part. The purpose was to make the right part at the right 
time and maintain the necessary control in connection with the making of such 
parts and assemblies. Mr. Berthiaume inquired why was it necessary to have 
an individual release card for each part, since it was his experience that in instances 
of assembly drawings at the Hagerstown plant, all that was necessary was one 
release card for a complete assembly drawing. At this point Mr. Isbrandt entered 
the meeting and the matter of the necessity for the use of engineering release cards 
was referred to him for comment. Mr. Isbrandt stated that it has been his 
experience that to effectively control manufacturing and procurement, individual 
release cards for individual parts are necessary. He stated it is a matter of organi- 
zational policy but from his experience, a release card describes to the procurement 
and manufacturing divisions the part that is to be made, and if this description 
is left to the interpretation of the procurement or manufacturing divisions, many 
errors and much time is lost. He further commented that it is the engineering 
department’s responsibility to adequately describe the part or parts that are to 
be manufactured. Mr. Hallett then stated that the procedure for issuing release 
cards for individual parts, in the final analysis, will prove out to be a much faster 
and quicker way of accomplishing the task, particularly since the K-F organization 
had been accustomed, from its automotive production, to the use of individual 
release cards for individual parts. 

Release of parts to major subcontractors —Colonel Cleveland inquired whether 
all of the major subcontractors are fully informed as to what parts they are going 
to build and assemble. Mr. Berthiaume inquired whether the engineering release 
system is such that it ‘‘calls out” all of the items to be built by a subcontractor. 
He pointed out that the drawings in many instances do not indicate all of the 
parts to be manufactured, particularly attaching parts, which are not shown on 
the assembly drawings but are indicated in the construction airplane drawings. 
Since it was his understanding that the parts release cards are being prepared 
off the assembly drawings, he wondered how the subcontractors are being informed 
with regard to the attaching parts. Mr. Isbrandt and Mr. Johnson informed the 
Air Force and Mr. Berthiaume of the procedures and pointed out how the attach- 
ing parts are incorporated into the engineering release system and how the sub- 
contractors are notified of all parts that are to be manufactured and assembled. 

Tool control department.—Colonel Cleveland inquired as to whether the tool 
control department at K—F is organizationally similar to the tool department at 
FAD. H. R. Smith inquired the reason the question was being asked. Mr. 
Berthiaume reviewed the sequence and functions of the tool control department 
at Hagerstown and stated that it appeared to him that there was no provision 
in the tool control department, as he understands the procedure in the tool 
control department at K—F, to bring about precautionary measures from releasing 
tools to the shop that are not ready for production. Mr. Harvey Smith assured 
the Air Force representatives that no tool is released to the shop until it is ready 
and such tool is required in the process of manufacture. Mr. Smith further 
pointed out that undoubtedly at this stage of the operation there are many items 
and procedures that do not conform with the intent and the practice that is 
contemplated to be used in the manufacture of the C-119 program. He also 
indicated that it must be recognized that K-—F is at this time in the throes of a 
sizable program and naturally, the procedures are not operating as smoothly 
as in a shop that has been tooled and in production for some time. 

Tool accountability Colonel Cleveland inquired whether the accountability 
file for tools is in accordance with Air Force specifications. Mr. Harvey Smith 
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stated that it was in accordance with specifications and Captain Gorman corrobo- 
rated his statement, informing the group that K—F has established procedures 
which have been approved by him. 

Operation sheets—Colonel Cleveland stated that the operation sheet that is 
being used by K-F in connection with the C-119 program appeared to him 
complex and cumbersome. He indicated it had been brought to his attention 
that there are many unrelated items on the operation sheet that have no direct 
connection with the manufacture of the part. Then Mr. Berthiaume stated that 
the system appeared to him such that there could be 2 identical tool numbers for 
2 separate tools to make different parts. Mr. Craig reviewed the various items 
on the operation sheet, as to where they will be used and how they will be used 
and he informed the Air Force representatives that the procedure followed is 
very similar to the automotive procedure and he assured the Air Force represen- 
tatives that this condition of duplication of part number on two tools could not 
happen, since parts, when they change, although the numbers may remain the 
same, the “change letter’’ differentiates the parts and accordingly the too] number 
is changed. 

MCR procedure.—Colonel Cleveland inquired as to why the MCR procedure 
as set up is different insofar as handling of engineering and procurement, etce., 
from the procedure set forth for regular production items. Mr. Smith stated that 
this is not necessarily so and he explained the function of the MCR board, which 
in reality is a “change board’’, as used in the broad sense in the aireraft industry. 
Mr. Berhiaume pointed out that the handling and incorporation of MCR’s are 
ordinarily bandled through the production engineer or the division head and he 
questioned the advisability of having an MCR board ascertain the effectivity of 
incorporation of parts and production whose members are not departmental or 
divisional heads. Mr. Hallett commented that basically, the Fairchild organiza- 
tion and the K—F organization are different insofar as philosophy of procedures 
and responsibility are concerned. Mr. Hallett further stated that it is the basic 
organizational philosophy of K-F to delegate responsibility and in the event such 
responsibility is not handled properly, then replacements are made. It is*not 
the thinking of K-F management that all matters be cleared through depart- 
mental and divisional heads. 

Tool inspection.—Colone] Cleveland inquired as to the procedure witb regard to 
inspection of tools and parts. Mr. Smith informed Colonel Cleveland and Air 
Force representatives that the tooling is preliminarily inspected and then later 
parts off of such tooling are inspeeted by K—F inspection department and at that 
time the tool and the part are released for production. 

Release of technical data to manufacture.—Colonel Cleveland inquired whether 
the manufacturing departments obtain operation sheets, blueprints and the latest 
engineering information with regard to manufacture. Mr. H. R. Smith informed 
the group that as soon as information is obtained it is transmitted through the 
regular system of distribution and prints, operation sheets, technical information, 
etc. are furnished to manufacturing departments. 

Blueprints with EAI attachments.—Colonel Cleveland inquired what is the nor- 
ma! delay between the issuance of the EAI and the actual attachment to the blue- 
print on which subject EAI is to be used. Mr. Isbrandt stated that the present 
and normal lag is about 5 days and it is anticipated in the near future that such 
attachments to the blueprints can be made within 24 hours. Mr. Firman inquired 
of Mr. Marts whether the procedures with regard to handling the blueprints are 
satisfactory. Mr. Marts informed the group that he had reviewed the procedures 
with regard to handling blueprints, EAI’s and technical information and he has 
approved such procedures and in his opinion they are satisfactory. 

Status of MCR’s.—Colonel Cleveland inquired as to the status of the configura- 
tion of the airplane and the incorporation of MCR’s and whether the specification 
has been formally agreed with regard to the C-—119 airplanes. Mr. Isbrandt 
reviewed the events that have transpired with regard to the configuration of the 
airplane and the specifications thereof. He informed the group that originally 
the airplane that K—F was to build was Fairchild No. 10450. He informed the 
group that in a meeting that was held between K-F and Air Force representa- 
tives, with Fairchild personnel attending, on August 9 at Wright Field, it appears 
now that K-—F will build the configuration of the airplane No. 10574. The “TI” 
specification dated May 14 is going to be revised as an “I” specification as of 
August 13, incorporating all MCR’s and the configuration of the airplane that is 
to be built by K-F. Mr. Isbrandt further commented that it may take as long 
as 10 days to 2 weeks before such a specification becomes available. Colonel 
Cleveland then stated that he would like to review the MCR’s that are still in an 
open status. These are as follows: 
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MCR 193. Fuselage, beam, tied to skin. The engineering information will be 
available on August 8 from Fairchild. 

MCR 223. Hydraulic gear. Engineering information was released on August 8. 
Mr. Isbrandt stated that he had already released the information 
to manufacturing and procurement. Mr. O. E. Johnson stated 
that the delivery for hydraulic gears was promised in November and 
if the fuselage is to be moved from station to station, some provision 
must be made for obtaining a hydraulic gear. After some discussion 
it was agreed that diversion be made from spares from Wright Field 
and the property accountability officer at Willow Run to take 
cognizance over such a temporary loan until such time when K—F 
can obtain hydraulic gears. 

MCR 224. Landing gear up lock. No problem. 

MCR 259. 3350-85 engine installation does not appear to be satisfactory from a 
production installation viewpoint. Colonel Nielson informed the 
group that it was his understanding that from the first 5 R-3350 
engines which are to be diverted to the C—119 program, 2 have been 
allocated to K-F and the remaining 3 to Fairchild, with promised 
delivery dates of September 30. 

MCR 278. Torque arm yoke. No problem. 

MCR 287. Ditching hatch. No problem. Any rework can be accomplished 
any where along the line. 

MCR 288. AN-—R27 antenna installation. Mr. Isbrandt informed the Air Force 
representatives that the production of airplanes is such that con- 
currently USAF airplanes and MDAP airplanes are being manu- 
factured, with the result that the R27 and R3 installations must be 
made on the airplane. Mr. Berthiaume stated that he wil] provide 
harnesses and people for installation of these items at Willow Run. 

MCR 290. Ignition analyzer. Engineering information shipped August 8. 

MCR 296. Elevator control locks. This is an electrical item and still to be com- 
pleted. Mr. Isbrandt stated that he had received the engineering 
information but it bas not as yet been released. 

MCR 309. Reinforcement of prop area. No problem. 

MCR 332. Rear cargo door hinge. Colonel Cleveland informed that this MCR 
requires AMC approval. 

MCR 337. Glide path receiver. This is a wiring item and FAD is to assist in 
installation and furnishing of parts. 

MCR 343. Emergency radar gear. Requires AMC approval. 

MCR 522. Safety belts. These are GFP items and were shipped on August 8. 

MCR 346. Vertical tail fin. Requires AMC approval. 

MCR 346-24. To go into airplane No. 15. 

MCR 225. Wing flap actuator. Mr. Berthiaume to check to determine status. 
He stated FAD would not manufacture but would buy from some 
vendor. 

Colonel Cleveland inquired whether there were any other subjects that anyone 
wished to discuss at this time. Mr. H. R. Smith inquired as to whether the pur- 
chase order for the electrical test equipment and panels has been approved by 
Lieutenant Westlund. Colonel Cleveland stated that the electrical test equip- 
ment and panel is not incorporated in the technical assistance agreement and does 
not fall within the scope of that agreement, consequently, KMC must procure 
such equipment for themselves. Colonel McDuffee inquired as to why the pur- 
chase orders are being held. Lieutenant Westlund stated that the language in 
the purchase orders indicated that consulting services were being hired for the 
purpose of installation and making the electrical test equipment and panels. 
After considerable discussion it was agreed that Lieutenant Westlund will approve 
the purchase orders since such purchase orders are essentially to design and build 
electrical test equipment that is required in connection with receiving inspection. 

Mr. Johnson inquired whether it would be possible to coordinate and review 
the entire MCR status with regard to stop-work orders and unshipped parts for 
14 airplanes. Mr. Berthiaume is to check with Fairchild and inform KMC 
representatives as to the date and time for such review. 

Shipping of excess tooling to Chicago.—Mr. Firman informed that the Air Force 
office at Willow Run has received instructions that the shipment of tooling to 
the Fairchild Chicago plant is to be handled on the same basis as the shipment 
of machine tools. This necessitates GBL processing, etc. After some discussion 
it was agreed that the shipment of tooling does not conform with shipment of 
machine tools and Colonel Mc Duffee agreed to handle the matter at Wright Field 
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and obtain an amendment to the letter so that local Air Force office can proceed 
on the basis of shipping tools rather than on the basis of shipping tools which 
are to be considered as machine tools. 

Schedule II items.—Mr. Patyrak pointed out that KMC still does not have an 
approval under schedule II items to the Appendix Facilities Contract No. AF 
33(038)—18485 in the amount of $691,250 which was submitted on June 29, 1951. 
Colonel Mc Duffee informed K MC representatives that he will look into the matter 
and see what can be done, but his preliminary information indicates that this 
approval should be forthcoming within the next few days. 





Minutes or Meetinc Hep at Farrcntytp Arrcrart Division, HacErstown, 
Mp., Fripay, DecemBer 21, 1951 


Those in attendance were as follows: 


Mr. Orrin Berthiaume, assistant general manager, Fairchild Aireraft Division 
Mr. Lou Fahnestock, director of engineering, Fairchild Aircraft Division 
Mr. Paul Frizzell, vice president, Fairchild Engine & Airplane Corp. 

Mr. Lee Firman, chief, quality control section, AFPR, Fairchild Aircraft Division 
Lt. Col. 8. E. Cleveland, AFPR, FAD, Fairchild Aircraft Division, field project officer 
Capt. Kilburn Lewis, chief, production section, AFPR, Fairchild Aircraft Division 
Mr. Glenn Bailey, contracting officer, USAF 

Maj. Ray C. Ulrey, AFPR, Kaiser Manufacturing Corp. 
Capt. H. W. Smith, chief, production section, AFPR, Kaiser Manufacturing Corp. 
Mr. Ralph Isbrandt, chief aircraft engineer, Kaiser Manufacturing Corp. 
Mr. Steve Girard, vice president, Kaiser Manufacturing Corp. 

Mr. H. V. Lindbergh, vice president, Kaiser Manufacturing Corp. 


The meeting was opened by Mr. Girard who stated that the meeting was called 
to develop some of the information required to answer Major Ulrey’s request 
regarding a realistic schedule of airplane production at Willow Run. The specific 
information to be obtained from this meeting concerned the continuing flow of 
enginee1ing information from Fairchild. Mr. Girard stated that Kaiser Manu- 
facturing Corp.’s first airplane was being delayed because of the lack of finality 
of engineering data. He further stated that EAI’s were being received by 
Kaiser Manufacturing Corp. at an average rate of 200 per week. (Figures have 
been published since the meeting which show that beginning with September 3, 
1951, the exact average per week has been 195.) Of those 200 EAI’s per week, 
50 percent physically affect detailed parts and of this 50 percent, many affect the 
contractual requirements for Kaiser Manufacturing Corp. ship 101. At this 
point, Mr. Isbrandt, chief aircraft engineer for Kaiser Manufacturing Corp., 
stated that the flow time for an EAI in Kaiser Manufacturing Corp. engineering 
was 2-3 days. He further stated they usually require 14 days for the screening, 
checking, and incorporation of an EAI and that additional time was required 
when the change involved a subcontractor. However, these changes have not 
critically affected the subcontractors as much as they have affected Kaiser 
Manufacturing Corp. to this date. 

A general discussion of EAI’s ensued and Kaiser Manufacturing Corp. stated 
that EAI’s were coming through which affected those MCR’s assigned to Kaiser 
Manufacturing Corp. C-119 Airplane No. 101, but which EAI’s were categorized 
by Fairchild engineering as miscellaneous EAI’s. It was further stated that 
under the technical assistance agreement in existence between Fairchild and 
Kaiser Manufacturing Corp., Fairchild was obligated to provide parts and sub- 
assemblies for those engineering changes which referred to or were part of an 
MCR contractually required for incorporation in KF 101 and that Fairchild’s 
classifying these as miscellaneous EAI’s might affect Fairchild’s performance in 
connection with this obligation. Mr. Fahnestock of Fairchild engineering stated 
that it was the intent of his engineering department to reference as EAI to an 
MCR whenever applicable, but that in many cases, this was referred to as con- 
tinued engineering rather than the reference mentioned above. Mr. Isbrandt 
then stated that out of 5,000 EAI’s received by Kaiser Manufacturing Corp., 
2,500 had been sereened with effectivities established. The remaining 2,500 had 
been effectively reduced to roughly 390 MCR’s at the time of the meeting. It was 
further stated at this point that 2 or 3 sets of different hydraulic mockups had 
been sent to Kaiser Manufacturing Corp. and that these were not yet finalized. 
Colonel Cleveland then proposed that in the future, all EAI’s be categorized, with 
the responsibility for identifying the mandatory category EAI’s to rest with 
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Faircraft Aircraft Division. This was generally agreed to and Mr. Isbrandt and 
Mr. Fahnestock were to set up a mutually agreeable set of categories to consist, 
in general, of: (1) Those EAI’s whose incorporation into Kaiser Manufacturing 
Corp. 101 ‘would be mandatory; (2) those EAI’s whose incorporation into Kaiser 
Manufacturing Corp. 101 was required by Fairchild because of a design pride in 
turning out a high quality article; and (3) those EAI’s which Kaiser Manufacturing 
Corp may schedule on a regular effectivity basis. 

It was then stated by Mr. Fahnestock in response to a question by Mr. Girard 
that EAI’s would continue to flow pertaining to Kaiser Manufacturing Corp. 101 
for at least the 2 weeks following the mecting and possibly farther into the future 
depending upon the performance of Fairchild’s Airplane 10575 which is Fairchild 
Aircraft Division’s first “F” configuration airplane. It was then decided that 
Kaiser Manufacturing Corp. would proceed to categorise and set effectivities for 
the backlog of EAI’s which they have at present, and Kaiser Manufacturing 
Corp. would request help from Fairchild Aircraft Division where a clear decision 
cannot be made. Fairchild agreed that they would start immediately to categorise 
all future EAI’s. Kaiser Manufacturing Corp. then stated that on those few new 
MCR’s assigned after November 13, 1951 which became effective on Kaiser 
Manufacturing Corp.’s first 14 C-119 aircraft, Kaiser Manufacturing Corp. would 
survey their facilities for incorporation of such MCR’s and if extreme difficulty 
is encountered, they may contact Fairchild for help, and Fairchild agreed to 
provide this help if at all possible. (Note: There were approximately 7 or 8 such 
new MCR’s under consideration during the period of November 13, 1951 through 
December 21, 1951.) At this point, it was stated again that wherever EAI’s 
refer to an MCR assigned to Kaiser Manufacturing Corp. No. 101 on or before 
November 13, 1951, and which MCR is a part of a Kaiser Manufacturing Corp. 
contractual obligs ution to the Air Force for the first C-119 airplane, Fairchild 
would furnish parts for the first 14 airplanes. Wherever EAI’s do not specifically 
refer to an MCR as aforementioned, Kaiser Manufacturing Corp. would explore 
their own resources and could then contact Fairchild for help. Where gross 
errors in referencing an MCR occur, Mr. Fahnestock stated that he would review 
the EAI and may refer it to an MCR so that parts will be furnished. This 
resulted from a rehash of an earlier statement by Kaiser Manufacturing Corp. 
that Fairchild was furnishing certain EAI’s which affected MCR’s, but which 
EAI’s were categorized as miscellaneous. 

The meeting then adjourned with a statement by Colonel Cleveland that more 
meetings of this nature should be held in the future whenever a need arose for 
them. 

H. W. Smiru, 
Captain, USAF, Chief, Production Section. 


KatsER MANUFACTURING CorRP., 
Willow Run, Mich., January 2, 1962. 
Air Force Plant Representative, Kaiser Manufacturing Corp., Willow Run, Mich. 
Attention: Maj. Ray C. Ulray. 
Subject: Delivery of C119-F Aircraft Against Supply Contract No. AF33(038)- 
18481. 


You have requested that the contractor provide you with its estimated actual 
delivery schedule for C119-F aircraft as against the contract delivery schedule. 

Based on a thorough analysis of all factors, it appears inevitable that actual 
delivery dates for the first group of aircreft to be assembled from Fairchild parts 
will be delayed beyond contract dates. The primary reasons for the delayed 
delivery of aircraft are as follows: 

1. Incomplete engineering iaformation applicable to the first and all successive 
aircraft; 

2. Substantially delayed receipt of priming fabricated parts and assemblies 
for the first 14 aircraft; 

3. Substantially delayed receipt of Government-furnished equipment, par- 
ticularly engines; 

4. Substantially delayed receipt of subcontractor furnished items, particularly 
landing gear. 

As a result of the effect of these factors, which are in the main beyond the control 
of Kaiser Manufacturing Corp., it is now ’ estimated that we can meet the following 
C119-F delivery schedule: 
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C-119 delivery schedule 





1952 Months Cumulative 1952 Months {| Cumulative 
February 1 1 Pa eR ek 10 25 
March 2 OF Riese Sk 15 - 40 
Apel. ....«. 5 s RE. ohn dincgigsdet 19 59 
May... 7 15 


September............. 22 81 





The above schedule on aircraft Nos. 101 through 115 is predicated on the 
following: 

On December 29 there were in our possession approximately 1,600 EAI’s to 
screen, of which we estimate that 60 percent will be effective on ship 101. Of 
this 66 percent, a large majority will be found to be already in effect in No. 101. 
We believe that we can screen 100 EAI’s per day, completing the screening to 
determine effectivity of the existing EAI’s on January 18. This allows 10 days 
for Kaiser Manufacturing Corp. to procure fabricated parts from Fairchild or to 
procure raw materials, fabricate, and install the last EAI’s screened, which must 
be effective on ship No. 101. 

This schedule is therefore based on any mandatory EAI’s received by Kaiser 
Manufacturing Corp. after December 28 being handled as engineering deviations 
or as modifications to be performed by Kaiser Manufacturing Corp. after official 
acceptance on aircraft Nos. 101 through 115. Kaiser Manufacturing Corp. has 
received the following EAI’s in the last 11 weeks (in addition to those received 
prior to that time), so that it has been impossible to keep the production operations 
current with engineering information. 


EAI’s received at Willow Run 
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Due to this situation, an arrangement was requested by Kaiser Manufacturing 
Corp. to screen EAI’s at Fairchild, which arrangement is now in effect in accord- 
ance with the attached memo from Fahnestock to Berthiaume, of which Kaiser 
Manufacturing Corp. was furnished a copy. In the meeting of December 22 at 
which this arrangement was worked out, Fairchild representatives advised that 
testing of aircraft No. 10575 would develop additional EAI’s, but it was not 
possible at that time to forecast definitely the quantity, category, or time of 
releasing of resulting EAI’s. Therefore, such EAI’s have of necessity been 
disregarded in preparing the above schedule on ship 101. 

Today, the material and procurement situation on the first 14 ships, which 
include the priming parts from FAD, is generally in good shape. However, the 
lateness of FAD parts to Willow Run and the lateness in receiving engineering 
information that in turn necessitates further procurement of long lead-time 
items has materially affected progress of Kaiser Manufacturing Corp. 

The nine ships of detail parts were originally scheduled to be shipped from 
Hagerstown as follows: 2 shipsets, April; 3 shipsets, May; 4 shipsets, June. 

On November 5, 1951, Kaiser Manufacturing Corp. representatives met with 
USAF and FAD personnel at Hagerstown to schedule the remaining 535 items 
that were unshipped, which were in effect several thousand parts. These parts 
were given top priority by FAD, and today the list is down to less than 50 items. 
The above 535 items are nearly 100 percent items that were affected by MCR’s 
and it was the lateness of this engineering information, which was originally 
promised on May 15, that so seriously affected this program. 
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Engines were scheduled to be received in July for Kaiser Manufacturing Corp’s. 
Aireraft No, 101. The engines for No. 101 were actually received on November 
13 and December 1. There were a total of four engines received as of December 
28. To maintain a satisfactory operation on engine preparation and installa- 
tion, Kaiser Manufacturing Corp. should have a total of 18 engines on hand 
at present. Therefore, even if other controlling delay factors had not been in 
existence, engine deliveries have been delinquent so as seriously to delay the 
work. This is also true of other Government-furnished equipment, but engines 
have been the major factor, 

Delivery of landing gear has been and probably will be a delaying factor. 
Willys-Overland, a subseontractor selected by the Air Force for Kaiser Manu- 
facturing Corp., continued to promise delivery of landing gear for December 
1951, until November 1951, at which time their schedule was revised to March 
1952. Temporary gear will be used until an emergency order can be filled by 
Cleveland Pneumatic. Forty-eight shipsets have been promised by Cleveland 
Pneumatic to fill the Willys-Overland delay, but the first set for No. 101 has 
not yet been received complete. The delay in landing gear has definitely been 
a delaying factor. To maintain a satisfactory landing-gear preparation and 
installation operation we should have eight complete sets of landing gear in 
our possession now. 

As a result of the delaying factors enumerated herein, aircraft No. 101 will be 
approximately 60 days late out of the factory door. 

At the present time we are unable to obtain reasonably consistent historical 
data from which to estimate acceptance test time on the first production airplane. 
However, based on the above premise, we believe that the acceptance of ship 
No. 101 can be completed in 1 month from out of door, provided Fairchild does 
not issue MCR’s and EAI’s resulting from flight test of their No. 10575, which 
become mandatory on No. 101. 

Completion of engineering information, receipt of fabricated parts from Fair- 
child, and receipt of Government furnished equipment are definitely controlling 
factors in production of the first 14 ships, since availability of labor and com- 
pletion of sub and major assembly fixtures have been far ahead of completion 
of engineering data on assemblies going into the fixtures. 

The controlling factor on schedule of airplanes to be fabricated entirely by 
Kaiser Manufacturing Corp., starting with ship No. 116, also will be completion 
of engineering information in order to finalize completion of fabrication tools. 
After that point is reached, the controlling factor will be tool tryout, since the 
delay in engineering data has caused a definite bunching up of tools for fabrication 
tryout. 

At the present time, it is not possible to state that the estimated delivery 
schedule past ship No. 115 is considered realistic, since we have not evaluated 
the effect of reaching a stopping point in the engineering data, or the effect of 

utilizing outside assistance on tool tryout, both matters which have become 
possible just recently. However, within 1 month it appears probable that engi- 
neering information from Fairchild will become sufficiently stabilized so that the 
schedule can be accurately forecast past ship No. 115. 
Very truly yours, 
KatseR MANUFACTURING CorRP., 
T. A. Beprorp, 
Vice President, Manufacturing. 


ec: Messrs. Edgar F. Kaiser, Mike Miller, John Hallett, J. F. Reis, C. M. 
Hollis, S. A. Girard, C. P. Bedford, Hal Babbitt, John Tacke, John Banks, 
Harvey R. Smith, J. H. Woodhead, Webb Wilson. 

Following is a copy of a memo dated December 26, 1951, reference EM-—1643 
from Mr. L. Fahnestock of Fairchild to Mr. O. A. Berthiaume of Fairchild on 
the subject ‘Identification of EAI’s for Kaiser Manufacturing Corp. guidance’: 

“‘As a result of the meetings with the Kaiser Manufacturing Corp. management 
and Air Force people on Friday, December 21, it was agreed that we would assist 
them in establishing the required effectivity for EAI’s issued by identifying them 
in accordance with a priority category. 

“Accordingly, we have resolved the following system. 

“All EAI’s issued, effective December 26, will carry a letter in the corner of a 
title block as per the attached sample. The letter will identify the category of 
the EAI as follows: 

‘A, Any item which is considered to be a necessity on Kaiser Manufacturing 
Corp. 101 and subsequent airplanes because it reflects in the proper functional 
operation of the aircraft or one of its devices or is necessary as a matter of safety 
of operation. 
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‘“‘B. Items which are desirable for effectivity on Kaiser Manufacturing Corp. 
101 and up but not falling in category A may be adopted on the earliest possible 
effectivity. This will involve such things as improvements in design to bring 
about ease of maintenance or improved service conditions which may in some 
instances require retrofit kits for those Kaiser Manufacturing Corp. airplanes 
and/or Fairchild airplanes on which they were not incorporated prior to the 
effectivity point. 

“C. Items which are facilitation or improved designs which can be scheduled 
on a regular effectivity basis. 

“D. Items for which the effectivity is not of any importance since they simply 
clarify the engineering data such as next assembly callouts, bill of material 
corrections, etc. 

“These identifications are to assist Kaiser Manufacturing Corp. in knowing 
the urgency of all EAI’s being furnished them so as to establish a cutoff point 
for completion of their early airplanes. The codings are not intended at this 
time to be used by the Fairchild organization since we have already routine 
handling of such matters through change control. 

“We will begin marking EAI originals released as of December 26, and sub- 
sequent, in accordance with the above, but it was agreed during the meeting that 
we would furnish Kaiser Manufacturing Corp. with lists of the clarifications per 
the above coding covering all EAI’s shipped to them beginning with the second 
originals mailed on December 21, and likewise handle any others shipped since 
December 21, but not coded at the time of release.’’ 





Katser MANUFACTURING Corp., 

Willow Run, Mich., February 7, 1952. 
To: AF Plant Representative, Kaiser Manufacturing Corp., Willow Run, Mich. 
Attention: Lt. Col, Ray C. Ulrey. 

Receipt is hereby acknowledged of your letter of February 5, 1952, transmitting 
a copy of a letter dated February 4 from Mr. 8. C, Solomon, resident auditor, 
USAF. 

Your letter raises two points in regard to detail tools, which have been procured 
by the contractor for the C-119 and C-123 aircraft. You state that the tooling 
received to date has not been inspected and you request that it be inspected and 
vendor responsibility be determined prior to tryout and rework. You also request 
that a procedure be established to insure that all tooling received in the future 
will be inspected promptly to determine vendor responsibility. 

I would like to take up the second item of your letter first. Attached hereto 
is a rough draft of an aircraft procedure which covers the entire subject of tryout 
and rework of project tooling for the C—123 airplane. As this procedure has been 
written in recent weeks, it has been put into effect, and in most instances is now 
applicable to C-123 detail and assembly tools. We believe that this procedure, 
when officially established and complied with, will satisfactorily fulfill your re- 
quirements in regard to tool inspection and determination of vendor responsibility. 

While the attached aircraft procedure is not in the final form, as it has not been 
finally reviewed by all departments concerned, it can be reduced to a final docu- 
ment in a very short time. However, before the procedure is officially installed, 
we will appreciate receiving a letter from you advising whether or not the Air 
Force considers this procedure to be adequate for the purpose, and whether 
this procedure has Air Force approval. 

In regard to the first point you have raised, that of detail tooling for the C-119 
aircraft, this has been under consideration by this office for some time. The 
problem is somewhat complex, and, consequently, a rather detailed consideration 
has been given to it, which is outlined here below. 

In presenting our reply and recommendations, I think it best to review briefly 
a few important facts. The present latter contract, agreed to by both the Air 
Force and Kaiser Manufacturing Corp., set forth a schedule which was predicated 
on adopting mobilization techniques. The tooling program was to be accomp- 
lished by dispersing the work through many Detroit shops, whose experience, 
except for the war years, had been largely automotive. To handlesucha program, 
we rapidly assembled a field organization of tool engineers and expediters to 
coordinate the work of over 70 tool-building shops. A tool Design Standard 
Manual, to reduce the necessity for expensive and time-consuming detail design, 
was prepared and distributed. Fairchild Standard Design Data was distributed, 
although not completely, due to our inability to get this data in reproducible form. 


In re 
discuss | 
these re 
fixtures 
tools, t 
relative 

Duri 
fronted 
and de; 
chart © 
new to 
used ca 
lighten 
child t 
contra 
operat 

Mar 
mason 
able di 
untem 
better 
acquit 
quirer 

The 
locatis 
these 
facilit 
comp! 

that t 

comp 

mann 

fast a 

Se 
exam 
decid 
excee 
was | 
durit 
fixtu: 
short 
felt. 

At 

We | 

senti 

have 
pulle 
ata 

1 


fron 
9 


han 
3. 

in 0 
4 
par’ 
1 
res} 
1 
and 
defi 
2 
ass 
ten 
ous 


Jorp. 
sible 
ring 
some 
anes 

the 


uled 


aply 
erial 


ving 
oint 
this 
tine 


jub- 
hat 
per 
ond 
nce 


Lie 


AIRCRAFT PROCUREMENT 49] 


In reviewing the problem of inspection of tools from outside vendors, we will 
discuss first the fabrication tools consisting of router blocks and form blocks, since 
these require the most work in tryout. Generally the sub and major assembly 
fixtures have been adequately inspected. Of the detail tools, the punch press 
tools, the machine tool fixtures and tooling are of uniform quality and present 
relatively little inspection, tryout, and vendor responsibility problems. 

During the tool-building period, many problems peculiar to this situation con- 
fronted production engineering, some of which had a general effect on tool quality 
and degree of tool completion. For instance, while it is customary to build upa 
chart of springback, developed by experience on form blocks for use in building 
new tools, this information is not available until experience on the specific presses 
used can be recorded. It was found that data in use at Fairchild for standardizing 
lightening holes and beads required clarification. “Some tools for which Fair 
child tool drawings were available had to be built from other information to suit 
contractor’s equipment, and in some cases to reduce the requirement for skilled 
operators not available to the contractor.” 

Many material substitutions were necessary to expedite the work. Tempered 
masonite, the common material for router boards and form blocks, was unavail- 
able due to a strike in that plant. The contractor substituted plywood, fiber, and 

ntempered masonite, knowing that such materials would have to suffice until 
better materials became available. Three carloads of tempered masonite were 
acquired through vigorous expediting, but this quanity fall far short of our re- 
quirements. 

The fact that the work was being performed concurrently in many different 
locations made it necessary to provide duplicate templates. To prevent holdups, 
these templates were duplicated in many different shops where suitable inspection 
facilities were unobtainable. All of these things have a certain effect on tool 
completion and quality, and though they are certainly undesirable, we believe 
that they would be present in about this same degree in any program of similar 
complexity and timing. Each solution was arrived at in the most expeditious 
manner, which was required to meet the contract schedule, which contains a very 
fast acceleration period. 

Several times during the tool-building phase the inspection problem was 
examined. After considering the circumstances, partially developed above, we 
decided that to assess definite responsibility before tryout would be not onlv 
exceedingly difficult but expensive. Our decision to omit inspection until tryout 
was also affected by a very definite shortage of qualified tool inspectors, who, 
during this period, were thinly spread over the major assembly and subassembly 
fixtures then being delivered and erected. A recruiting program to alleviate this 
shortage was commenced early in December, the results of which are now being 
felt 

At present the situation on form block and router block tools is as follows: 
We have now in the plant approximately 7,900 individual fabrication tools repre- 
senting probably 98 percent of our requirements. Of these, about 25 percent 
have been tried out, leaving approximately 5,900 tools to go. These are being 
pulled from racks and put through an inspection checking and tryout operation 
at a rate of about 100 per day. 

1. Rework is work performed in incorporating an engineering change resulting 
from an EAI or an MCR. 

2. Repair is work performed on a tool to repair breakage or wear through use or 
handling. 

3. Rebuild is work performed on a tool of a major nature resulting from a change 
in method of operation or material but not involving a tool number change. 

4. Tryout is any work required to make a completed tool produce an acceptable 
part. Tryout frequently includes repair, rebuild, and production time. 

To comply fully with your request for complete inspection and assignment of 
responsibility, the following steps might be necessary: 

1. Visually inspect tool for workmanship and conformance with good shop practice 
and design standards.—This element of inspection is feasible and fairly well 
defined. 

2. Inspect to template-—This inspection increment is relatively simple, but the 
assignment of responsibility difficult. As you know, we are reinspecting our 
templates and correcting any errors found ahead of tool inspection. As previ- 
ously stated, a good many templates were duplicated in the field to expedite the 
work and the identity of such duplicates and where they were used is not available. 

3. Inspect to tool design drawings.—This can be accomplished where tool designs 
exist. We estimate that on the fabrication tools approximately 10 percent are 
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covered by design drawings. Some of these tools will not conform with the draw- 
ing as a result of changes directed by the responsible tool engineer who ordered 
such deviations in the interest of simplifying the operation or adapting it to our 
equipment. 

4. Inspect to operation sheet and/or tool and facility order.—This inspection would 
determine whether the tool would perform all of the elements of the operation as 
specified on the operation sheet or more elaborately on the tool and facility order. 
Little vendor responsibility can be proven due to the method we employed to per- 
form and correct process engineering while tools were being built. hn many cases 
tool engineers transmitted change orders verbally through expediters to the build 
shops in order to make changes consistent with tool delivery schedules and with 
the flow of engineering changes. 

5. Inspect for material compliance.—We believe that such an inspection is pos- 
sible but know of no cases where vendor responsibility could be assessed. Any 
substitutions, as stated above, were made in the interest of expediting the work. 
The substitutions for tempered masonite will have little effect on tryout costs, but 
will probably involve replacement with the more durable tempered product later 
on in the program. Other known substitutions are believed to have resulted in 
slightly higher material costs in some cases, but are not believed to be detrimenta! 
to tool quality. 

A tool inspection and tryout procedure for C-119 detail tools is now being 
written, which will be completed Thursday, February 14. This procedure details 
the method by which all detail tools are inspected, tried out, and put into work by 
index sequence (including not only fabrication tools, but all detail tools). The 
orocedure is now in effect on the floor, although it has not yet been published 

his procedure does not inspect and determine vendor responsibility at the 
vendor’s plant, as does the C—123 tool inspection and tryout procedure previously 
referred to. Vendor responsibility is determined by inspection as a part of tryout. 

Determination of vendor liability is based upon determining if the vendor failed 
to perform the work in a manner consistent with good shop practice, and con- 
sistent with the design standard book furnished to him in accordance with “Visual 
inspection,’ paragraph 1, above. Where tool inspection determines that the 
vendor failed in these respects, the vendor responsibility will be established, the 
necessary work to bring the tool up to standard will be specified, either by work 
order in the contractor’s plant, or by purchase order at a tool tryout vendor, or 
by no charge order by return to the vendor’s plant. The responsible tool build 
vendor will be notified that the tool furnished by him has been inspected as vendor- 
responsible and a work order established for his account, costs for which the con- 
tractor will use his best efforts to collect. 

It should be pointed out that, in many eases, it will be extremely difficult to 
prove that what appears to be poor workmanship is not the result of incomplete 
information, incorrect information, or changes ordered in the tool as a result of 
the extreme state of confusion emanating from the condition of engineering in- 
formation and flow of engineering changes from the design agent (Fairchild Aircraft 
Division). 

It will be impossible to return all build vendor-responsible tools to the vendor, 
since this would require a delay of putting the tools in work in excess of a month, 
and the handling and shipping costs, in some cases, would be in excess of the costs 
of performing the work necessary to conform to good shop practice and to the 
design standards. 

The inspection work necessary to. determine build vendor responsibility is an 
integral part of the inspection work which must be performed to schedule the tools 
through rework for engineering changes, rebuild, and for tryout to produce parts 
for the first time. It was impossible to perform the major tryout operation until 
engineering changes flowing from the design agent were brought under sufficient 
control, so that some semblance of order could be maintained. The con- 
tractor’s decision to perform the determination of vendor responsibility at the 
same time as the other integral tool inspection is more efficient than attempting to 
perform the work separately, and, in fact, could not have been done otherwise 
with the quantity of tool inspectors available. While it might have been easier 
to establish vendor responsibility by an earlier inspection for that purpose alone, 
it must be pointed out that it would not have been possible to have withheld 
payments to vendors until the available inspectors completed the work. On the 
other hand, a general review of the tools being received indicated some time ago 
that work of questionable quality was confined to a relatively small group of 
tools, namely from blocks and router blocks—a type of work in which the vendors 
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had the least recent experience. As a matter of fact, many tools were inspected as 
satisfactory when received, but no records exist of this inspection. 

The superintendent who is in direct charge of tool inspection and tryout was 
with Fairchild Aircraft Division 11 years on similar work. One very important 
difference between the situation at Willow Run and at Hagerstown is that the 
contractor is requiring here a much more complete tool and a more extensive 
tryout. The reason for this is that the production rate at Hagerstown and the 
length of time it has operated permit sufficient employees to be maintained who 
are skilled at hand work. Consequently, Fairchild Aircraft Division operation 
sheets frequently call for “hand work,’ where at Willow Run employees with 
such types of skills are not available, nor could sufficient be trained to meet 
Willow Run schedule requirements as economically as the tools can be carried to a 
high degree of completion through tryout. This course concentrates the diffi- 
culties in the tool tryout period, but we believe it will lessen the amount of hand 
work, scrap, and rework of parts necessary later on, and will enable us to maintain 
a higher quality standard than would otherwise be possible. 

Unfortunately this written procedure covering the C—-119 tool tryout and 
inspection will not be completed until next Thursday. It will be forwarded to 
you for review at that time. 

We hope that Air Force representatives will find the procedures for the C-123 
and the C-119 satisfactory. If you do not find them satisfactory in all respects, 
we will appreciate receiving an early reply. 

In the meantime, we will put these procedures into effect, and we invite you 
to make any checks you consider necessary as to our compliance with these 
procedures, after they have been in effect long enough to begin functioning. 

In regard to outside vendors performing tryout work, which we discussed 
January 31 with you as the basis for the tool completion schedule from which 
the latest ‘downward planning’’ schedule was formulated, we would appreciate 
receiving an early approval to the purchase orders we have submitted so that 
we may proceed in our efforts to comply with that schedule. 

Very truly yours, 
Kaiser Manvuracturinec Corp., 
T. A. Beprorp, 

Vice President, Manufacturing. 


ce: Messrs. John Hallett, S. A. Girard, J. F. Reis, E. R. Jones, C. M. Hollis, 
R. J. Jaspersen, Sid Hailey, J. F. Greenwald, John Tacke, John Banks, H. R. 
Smith, S. C. Solomon, Capt. H. W. Smith, Capt. F. P. Bretney. 


Extract From Memoranpum Datep Fepsrvuary 14, 1952, From Jonn Hauer 
(K-F) ro Arr Force PLant REPRESENTATIVE aT Wiittow Run (THE Fut 
Text or Tu1s MemorRaNDUM 1s ATTACHED TO Document No. 17 Piacep 
IN THE REcORD BY THE COMMITTEER’s STAFF 


“In addition to the factors always incident to the initiation of a new program, 
certain other causes beyond our control have contributed to the manpower 
situation at the Willow Run plant. Among these are the following: 

“1. The failure of Fairchild Engine and Airplane Corp., the design agent, to 
furnish technical information required for the completion of tooling and the 
nitiation of production in accordance with schedules. 

“2 The numerous changes made by such design agent in the technical infor- 
mation furnished by them, which changes necessitated delays in our tooling 


program.” 





Exrract From Report Datep Fesrvuary 25, 1952, From Sipney C. SoLtomon, 
USAF Resipent Aupiror at WiLLow Run To AupirorR GENERAL, USAF 


“Tt appears that the major portion of the loss due to obsolescence can be 
attributed to the following factors: 
om 7 * * ~ * +. 
“bh. Lack of effective cooperation and assistance from the design agent (Fair- 
child Aircraft Division) under the technical assistance agreement.’’ 
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Extract From Arr Force MEMORANDUM OF TELEPHONE CONVERSATION ON 
May 5, 1952, Berween GenerRAL BrapLey AND EpGar KalIsER 


“‘K, [Edgar Kaiser] That thing is starting to roll, and I think it is going to start 
to produce something for you now. I told him that we had troubles with this 
Fairchild thing and you made a deal with me when we made the Chase deal to 
keep our mouths shut about the thing and I said, ‘We didn’t get the tooling draw- 
ings the right set until and I said we also have plenty of conversation going that 
doesn’t want us to be good,’ and I said ‘We are beginning to roll and we’re going 
to talk about it, and we want people to know that it is good and not all this monkey 
business that we’ve been hearing about.’ ”’ 





Exrract From Lerrer Datep DecemsBer 18, 1952, From Epaar KaIser to 
COMMANDING GENERAL, AtR MATERIEL COMMAND 


“Tn surveying present as well as past operations, we believe consideration should 
always be given to the situation that arose as a result of the technical-assistance 
agreement. For instance, the detailed drawings furnished could not be checked 
for accuracy against the airframe drawings because the latter drawings were not 
up to date. Likewise, there were errors in other technical data furnished, as were 
as long delays in furnishing some of the drawings, and complete failure in other 
cases to give the required information. We believe that some of these occurrences 
were unavoidable. On the other hand, had the technical-assistance contractor 
expended as much effort in performing its agreement as it appears to have in 
connection with public releases and the building up of a record critical of Kaiser- 
Frazer, our task would have been greatly simplified.” 





Extract From MEMORANDUM DaTtEep JANUARY 12, 1953, From 8S. A. Grrarp 
(K—F) ro Arr Force PLANT REPRESENTATIVE AT WILLOW RUN 


“The factors which resulted in having to maintain actual manpower approxi- 
mately 2,600 employees below the earliest projection during phase A were as 
follows: 

“‘A-1, During the period January 8 through February 6, 1951, the program 
was effectively strike-bound; first by a strike at FAD (January 8-27) followed by 
a series of wildcat stoppages which resulted finally in an authorized CIO strike 
at Willow Run (January 22—February 6). Although the strikebound period 
ostensibly lasted only a month, its effects manifested themselves over a consid- 
erably longer period. 

‘“‘A-2. Tool desigm and engineering data, scheduled to be delivered to K—F on 
or before April 1, 1951, was not completely furnished until early 1952. 

“‘A-3. Aircraft engineering data, scheduled to be furnished on or before April 
1, 1951, was not completely furnished until December 1951. 

‘‘A-4, Priming parts, although delivered quite close to scheduled delivery 
dates, did not incorporate specified engineering changes whose effectivity had 
been spelled out for K—F’s first production. 

““A-5. The latent deficiencies included in the Omaha package were felt, to a 
greater or lesser degree, throughout the period covered by phase A. 

““A-6. Concurrent with the above factors was the late delivery of both the 
landing gear and the engines; to say nothing of the need for corrective work on 
engines following their late delivery.” 
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